~ 


academic year (November, January, ae 
March, May, and July) by the. School 
of Business Administration 
The University of Michigan, Ann Arbor 

Michigan 


Printed at Ann Arbor,. 


FLOYD A. BOND, DEAN. SCHOOL OF BUSINESS. ADMINISTRATION 


A. SOND vA 
©. W. BLACKETT | 
Clare E. GRIFFIN 
JOHN W. RIEGEL 
M. H. WATERMAN Ses 
J. PHILIP WaRnerre 


iat 


Business Administration. 


Copyright, 1961, The University. of Michigan: Request to reprint material 
appearing in this Review should be addressed to the editor. 


academic communities. A request on your letterhead will bring {+ 
Address Michigan Business Review, School of Business Administ 
The University of Michigan, Ann Arbor, Michigan. 
This Review is ts sorts to thw collage 1 


| 
i 
$ 
3 
: 
3 


e A discerning discussion of a complex subject 


Private Business 
and Public Affairs 


MAY, 


| am happy to join in welcoming our distin- 
guished visitors to Detroit. At a time when 
our interest is focused on the transfer of 
government from the old administration to 
the new, and speculation as to what the new 
year will bring is a national pastime, it seems 
most appropriate that so many of the coun- 
try’s leading businessmen should be meeting 
here and in New York to consider the role 
their enterprises are or might be playing in 
public affairs. 

Most of us here agree, and some have been 
insisting for years, that the corporation has 
a most important job to do in public affairs. 
Ford Motor Company has long urged its em- 
ployees to be active in public life and has 
undertaken to make it easier for them to do 
so in a variety of ways. Recently, our enthu- 
siasm for this proposition was put to a severe 
test. Our newly elected company president, 
Robert McNamara, was called to serve in 
President-elect Kennedy’s cabinet. 

The loss of so brilliant an executive talent 
would be a heavy one to any company. I 
know the decision was hard and painful for 
Bob McNamara as well. Yet we must concur 
whole-heartedly in his decision to put the 
nation’s interests first. And I say again, as I 
did when he accepted the post of Secretary of 
Defense, that the gain, measured in terms of 
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the national interest, will make it easier for 
us to sustain the loss of his leaving. 

But this event has been a reminder to us 
that effective participation in public life— 
whether for the individual or the enterprise— 
cannot be half-way, or half-hearted, or with- 
out cost or sacrifice. 


The Need for Careful Thinking 


The whole question of corporate participa- 
tion in public life is one that too often gives 
rise only to noble generalizations and pious 
protestations and to woolly reasoning on the 
part of both its friends and foes. 

I note that among the ardent advocates of 
business action, while there is an urgent sense 
of need to rise up and get to work, there does 
not seem to be equal clarity as to exactly 
what we are trying to accomplish and why. 

So I would like today to raise what I think 
are some pertinent questions and suggest some 
lines of thought that might help to establish 
a logical basis for corporate public affairs 
activities—one that will stand the tests of 
propriety, legality, and common sense. 

The first thing we should ask ourselves is 
whether there really is the need, the convinc- 
ing reason for business enterprises to spend 
valuable time and effort in such activities. 

On the surface, the question seems easy to 
answer. In certain instances the business cor- 
poration has a legitimate concern with public 
affairs so great as to justify a very substantial 
expenditure of staff time and effort to influ- 
ence, if it can, the outcome of affairs. 
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These concerns are both broad and very 
specific. 
The Corporation’s Legitimate Interests 
To deal in broad terms first, it is almost 
universally accepted today that the corpora- 


tion has a legitimate interest in all the things 
vital to our country and our way of life. As we 


draw our people from America’s schools and. 


transport our goods on America’s highways 
and sell them on the farms and in the cities, 
sO we are concerned with the health and 
excellence of our educational system, our 
transportation arteries, our agricultural econ- 
omy, our urban areas, and with the state of 
economic health and employment throughout 
the nation. And as the government impinges 
strongly on all these, our concern must be 
directed largely at the actions of government 
itself. 

As economic enterprises we are legitimately 
concerned with the conduct of foreign policy 
as it affects the national and international 
economic climate. 

And surely, as organizations that are essen- 
tially aggregates of people, we have a direct 
concern with human betterment and an im- 
pelling reason to contribute whatever we can 
in that cause. 

Perhaps in this most fateful time in man’s 
history, the best and only charter we need 
for public action is that we might have some- 
thing to contribute. It could be that the 
business corporation can make a real and 
measurable contribution to good government 
at a time when good government is probably 
synonymous with survival. If there is any 
chance that business can do this, then there 
is certainly a very great obligation to try. 

And I believe it can do so. It can do so 
because its demonstrated capacity to organize 
human action to accomplish planned objec- 
tives can do useful work for political and 
social ends as well as for commercial ends. 


The Growing Impingement of 
Government 


A second major reason for business par- 


ticipation in public affairs activities, and a 
rather obvious one, lies in the growing im- 
pingement on business by local, state, and 
national governments—a trend that acceler- 
ates from year to year. 

The tendency grows to legislate the details 
of business dealings and relationships, even 
including corporate product and pricing deci- 
sions. There are the efforts to force “opening 
of the books,” and the multiplication of so- 
called administrative law. In addition to these 
areas, of course, business has a special con- 
cern with government actions in such diverse 
matters as taxes, spending, fiscal policies, tar- 
iffs, anti-trust and monopoly legislation, regu- 
lation of public utilities, and labor legislation 
—in everything, in short, that impinges on 
business or on the economic climate at home 
and abroad. 

It is most important that businessmen 
openly recognize this important element of 
self-interest in its public affairs programs. All 
Americans should know that it is both a 
proper and essential responsibility of man- 
agement to advocate vigorously and effectively 
the interests of business enterprises before 
courts, legislatures, and administrative bodies. 

There is a widespread misconception that 
it is somehow wrong for corporations thus to 
attempt to influence legislation affecting their 
interests. Nothing could be further from the 
truth. 

Indeed the law wisely permits the widest 
latitude of corporate public affairs action pre- 
cisely where the corporate interests are most 
clearly involved. That is not to deny that it 
is often true, and should be made manifestly 
clear, that things for which business may 
fight in self-interest may also be very much 
in the national interest. 


Open Expression Is Desirable 


I emphasize the importance of taking a 
stand on this point for two main reasons: 
First, action taken as an open and avowed 
expression of self-interest has the virtue of 
being credible and certainly more compelling 
than support of activities basically extraneous 
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to business interests. The problem with “‘lob- 
bying”’ activities is not to conceal their exist- 
ence, nor to apologize for them, but to make 
sure they are adequate, effective, and impec- 
cably correct in conduct. 

Second, effective representation of business 
in legislatures becomes increasingly vital as 
the electorate shows ever greater willingness 
to intervene through law in the workings of 
the economy. This trend was increasingly 
evident in the last decade, and it’s hard to 
see what is likely to turn it in the future— 
whatever the composition of future adminis- 
trations. 

For it reflects, among other things, a reluc- 
tance to let the economy run its own course 
in view of the potentially disastrous side 
effects on an already grave world situation of 
serious recessions, industrial strife, or run- 
away inflations in our economy. 

Furthermore, as you all know, there has 
been more and more talk of trying to speed 
up the rate of America’s economic growth. 


Without going to the mat on this one, I | 


think all of us would agree that it is hard 
to conceive of any legislative approach to this 
goal that would not exert a profound influence 
on the way every business is conducted. 


The Role of the Corporation 


Today, of course, it is argued that the big 
corporation is no longer “private business,” 
that increasingly courts and legislatures are 
tending to look at industrial corporations as 
quasi-public institutions, as arms of the state, 
subject to some of the legal principles that 
control public utilities and national and state 
government agencies. 

If, indeed, corporations are to be viewed in 
law as arms of the state, then, it appears that 
there is nothing that government cannot re- 
quire a corporation to do. It can sit in on the 
board meetings. It can require the public 
disclosure of competitive information. It can 
easily assume control of prices, profit mar- 
gins, and, ostensibly at least, wages. 

I do not say these things with any sense 
of relish at all. I do say that if there is a 
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grain of truth in them—and I think there is 
more than that—it is essential that all of us 
in business be sensitive to impending changes 
and coldly realistic in our approach to them. 

If it is reasonable to anticipate a wider 
range of government economic policies and 
activities, as now appears to be the case, then 
let us try to have all the men of understand- 
ing, competence, and responsibility we can in 
positions of influence in public life, in the 
legislatures, in the government—on both sides 
of the aisle. Let us miss no opportunity 
to educate, persuade and convince all who will 
listen—speaking not as partisans of one politi- 
cal party or another, but as partisans of a 
vital and useful economic system that can 
tolerate only a limited amount of man- 
handling. 

A Public Affairs Program 

All told, there are ample reasons, I think, 
for companies that have not already done so 
to think seriously about establishing some 
form of public or legislative affairs program 
of their own. There is no question that busi- 
ness can be more effective than it has been 
in furthering a sound moderation in our eco- 
nomic policies—but only if we all jump in 
with both feet. 

The form that each company’s activities 
might take, the relative emphasis on legisla- 
tive representation or on g:neral encourage- 
ment of political participation is, of course, a 
matter for each company to determine rela- 
tive to its needs and resources. 

Far more important than the organizational 
forms we adort are the atti.ides at under- 
lie them. 

We find’ that non-partisanship is an essen- 
tial feature in all such activities. In the case 
of employee programs, it is necessary to keep 
in mind that the objective is not to further 
the pet political theories of top management; 
it is to help build in American political life, 
in the electorate, and in both major political 
parties a solid, active group of politically and 
economically informed and moderate people. 
Corporations should be politically neutral. 


In legislative relations, the importance of 
the non-partisan approach by the company is 
obvious. It frees us to think and deal in terms 
of practical issues rather than personalities. 
Too often the businessman takes a naive and 
oversimplified view that, in dealing with gov- 
ernment officials not of his own political 
persuasion, he is licked before he starts. 
Where this view prevails, dealings are carried 
on in an atmosphere of ill-concealed hostility, 
the businessman fails to make the case he 
might make, and what he fears will happen, 
often does happen. 


The Approach to Public Officers 


Most elected representatives and civil serv- 
ice officials are honest, intelligent, capable, 
and genuinely concerned with acting in the 
best interests of the nation. They are also 
human. It is essential to treat them that way 
and to be sympathetically aware of their 
problems, not merely absorbed in our own. 

Politicians, as we all know, are profession- 
ally dependent on keeping happy a wide 
variety of constituents with conflicting wants 
and needs. They have honest differences of 
opinion with each other and with us—differ- 
ences that often reflect widely variant back- 
ground and experience. They may lack the 
special knowledge of your business or mine 
that would enable them to grasp easily the 
reasons for our own position. 

But we believe that a frank, persistent, 
respectful approach to legislators will accom- 
plish something in at least nine cases out of 
ten. It will in time create an atmosphere of 
mutual confidence and, in greater or lesser 
degree, it will affect changes in attitude and 
viewpoint. Sometimes it may possibly be our 
own view that is changed. 

Legislators, particularly state legislators, 
often complain that business representatives 
too often try to wheedle or intimidate rather 
than persuade. They seek votes by back- 
slapping, offers of favors, or misleading state- 
ments that tend to offend legislators and lose 
their respect. Such methods on occasion may 
pay temporary returns, but in the long run 
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they are bound to backfire and to destroy 
good government. 


Characteristics of the Ford Program 


Since much has been said on the subject of 
our own Civic and Governmental Affairs pro- 
gram in recent years, I will not discuss in any 
great detail our program to encourage em- 
ployee political activity. I will mention that 
last year thousands of our employees took 
courses in fundamental principles of political 
participation, and this year many will take 
part in local community courses sponsored 
by the U.S. Chamber of Commerce. In the 
future we will concentrate on encouraging 
those who have completed such courses to 
become active in local party organizations— 
as many have already done. 

We will continue existing measures to assist 
employees in taking on political assignments 
such as leaves of absence and rehire pro- 
visions. We also will do our best as in the 
past to extend recognition to employees who 
perform outstanding community or political 
services. 

Essentials of Action 

Again, the content of such programs is far 
more important than their mechanics. The 
problem is to find ways to motivate people 
not only in election years, when political inter- 
est is high, but to establish the idea that 
political activity is a normal part of the 
responsibility of citizenship. 

It will take persistent year-in, year-out 
effort by management to do that. It will take 
example as well as precept—the acceptance 
of positions of public service by company 
executives, to be specific. 

If the business viewpoint is to be more 
successfully maintained in political life, these 
and other precepts must be followed. 

We must learn to live with only limited 
success. Businessmen in politics must learn 
the art of compromise. As the influence of gov- 
ernment grows increasingly pervasive, there 
are limits to what any one can do; therefore, 
we must be prepared to concentrate our ef- 
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forts—pro or con—where they will do the 
most good. To flail out blindly against every 
proposal to extend the functions of govern- 
ment will be to succeed only in dissipating our 
political resources and losing the respect and 
support of legislators and the public. 


Needed: a Positive and Constructive 
Spirit 

I think we must try a whole lot harder than 
in the past to approach national problems and 
specific legislative questions in a positive and 
constructive spirit. 

For years, the basic reaction of business 
and of leading business associations to al- 
most any kind of proposal for governmental 
action in economic and social matters, tax 
increases, public works and the rest has been 
a flat and violent No! I don’t suggest that we 
start saying yes when we ought to say no. 
But it does seem to me that we are seldom if 
ever ready with an intelligent alternative 
solution to a problem. 

For every business gripe, there ought to be 
at least one constructive idea. And if we could 
begin to even out the ratio of complaints to 
helpful hints, we would greatly enhance, I’m 
sure, the effectiveness of business in gov- 
ernment. 

One thing is clear, the time is long past 
when we in business can quit and go home 
whenever we don’t like the way the game is 
being played. Things happen too fast in the 
world today. 

What we are living with from day to day 
is the only measure of normalcy we have or 
know. 
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No Time for Business or Politics 
as Usual 


Today there is little time for business as 
usual or politics as usual. 

The new Administration in Washington 
will be playing a game in which the stakes 
are not mere political success or defeat but 
survival—survival of the dreams, the aspira- 
tions and the physical existence of humanity. 

At such a time it is not merely stupid, it is 
a matter of criminal negligence not to work 
with all the means at hand for the things we 
believe are just and right. 

I am aware that many businessmen were 
disturbed at the outcome of the presidential 
election. Thus far, however, ] have been most 
impressed by the way our President-elect has 
handled himself, and by the general excellence 
of his cabinet appointments. There is no evi- 
dence as yet to support the fear that we are 
in for careless or radical economic surgery. 

I do not know what will happen during 
Mr. Kennedy’s tenure. I am sure some things 
will happen that I will not like. After all, 
they have happened under every other admin- 
istration that I can remember. 

But I hope that Ford Motor Company and 
the other companies that make up American 
industry will be able to make his tremendous 
job easier. Part of our job is to do our best 
to advance our legitimate interests and to 
protect as best we can the economic strength 
and resources of America as we understand 
them. But surely responsibility is equally 
great to lend our strength and our support to 
the efforts of this new Administration to win 
the struggle for peace in the world. 


e A report based on first-hand observation and analysis 


The Nature and Goals 
of Soviet Planning 


E are gathered here today to take a hard 

look at the Soviet economy. We are 

concerned specifically with how the Russians 
plan, what they are planning, and why. 

Let me say at the outset that thirty days 
in the Soviet Union, even as an official guest 
of the very powerful and influential Academy 
of Sciences, does not provide answers to all 
of one’s questions. Yet it is an experience 
which few Americans (and very few econ- 
omists) have had, and I am delighted to have 
this opportunity to share with you some of 
my insights and impressions of the Soviet 
system. 

This exchange visit of economists was first 
proposed to Soviet First Deputy Premier 
Mikoyan and later concluded with Nikita 
Khrushchev by Donald David, Chairman of 
the Committee for Economic Development, 
former Dean of the Harvard Graduate School 
of Business Administration, and recipient of 
the 1960 Business Leadership Award of our 
School of Business Administration. 

Our group consisted of five economists and 
a specialist from the Soviet Affairs Division 
of the Library of Congress who served as 
interpreter. Inasmuch as one of the five 
economists spoke fluent Russian and our in- 
terpreter also held a doctorate in economics, 
the team actually consisted of six economists, 
two of whom spoke Russian with ease and 
precision.’ 

About the Author— 

Dr. Floyd Bond took over as Dean of this School 
last January 1. Readers of the Review will recall 
seeing his picture and biography in our January issue. 


He presented this address to the Economic Club of 
Detroit on March 27, 1961. 
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Visits and Meetings 

After the U-2 incident and the cancellation 
last May of President Eisenhower’s invitation 
to visit the Soviet Union, we waited anxiously 
for our visas; they came the day before our 
scheduled departure in June. 

Our reception in Russia was cordial. We 
were extended privileges wholly beyond the 
reach of the ordinary visitor. In Moscow, 
these included special conferences with the 
Presidium of the Academy of Sciences, the 
top staff of the two leading economic Insti- 
tutes in the Academy, the Director of the 
National Planning Section of the State Plan- 
ning Commission (Gosplan), the Director of 
the U.S.S.R. Gosplan Research Institute, and 
with leading officials of the State Commission 
on Construction (Gosstroi), the Central Sta- 
tistical Administration, the State Bank (Gos- 
bank), the Ministry of Higher Education, the 
Moscow Regional Economic Council (Moscow 
Sovnarkhoz), and the Ministry of Finance. 
Similar programs were arranged in Lenin- 
grad, Kiev, Kharkov, Tbilisi, and Tashkent. 

During the thirty days, nearly fifty special 
conferences with official groups were arranged 
for us, each running from two to three hours 
in length and most attended by several Soviet 
officials. We visited eight industrial plants, 


*The group consisted of Dr. Theodore W. Schultz, 
Chairman of the Department of Economics, Univer- 
sity of Chicago, and President of the American Eco- 
nomic Association; Dr. Gregory Grossman, Soviet 
specialist at the University of California; Dr. Herbert 
Stein, Research Director, Committee for Economic 
Development; Dr. George Terborgh, Research Direc- 
tor, Machinery and Allied Products Institute; Dr. 
Leon Herman, Library of Congress; and myself. 
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three state farms, three homes, three “parks 
of culture and rest,” a “rest sanitarium” for 
tired scientists, three theaters, the Russian 
circus, a football game in Lenin Stadium, a 
church service, a free market, and many doz- 
ens of state stores and shops. All days of the 
month including Sundays were fully exploited. 
On one occasion our host chartered a special 
week-end plane to enable us to keep up to our 
tight schedule. Twice the use of overnight 
trains conserved precious daytime for meet- 
ings. When we turned down the offer of three 
days at the famous Sochi resort on the Black 
Sea for more meetings, our host was amazed. 
We told him that we thought the Soviet 
economy deserved our full attention. Let us 
now turn to it. 


How the Russians Plan 


In sharp contrast to our own market econ- 
omy, the Soviet economy is_ thoroughly 
planned. Productive resources—land, labor, 
and capital—are not allocated by means of 
impersonal market forces which reflect the 
intensity..of consumer demands on the one 
hand and the relative availability of particu- 
lar resources on the other. Instead, Soviet 
resources are directed by “command” of the 
planning authorities. 

The essential feature of this system is a 
two-way communication system between each 
producing unit at the bottom and the State 
Planning Commission (All-Union Gosplan) at 


the top. Information flows up, orders flow | 


down. 

This process can be explained best with an 
illustration. Suppose you are the manager of 
a lathe factory. In addition to your monthly 
reports on production, employment, and pro- 
ductivity, you would submit an estimate of 
what you think your factory could produce in 
the coming year and what quantities of what 
resources you would need to achieve that pro- 
duction. Naturally you would be inclined, in 
your own interest, to underestimate possible 
output and to overestimate resource require- 
ments. You would send these estimates to the 
Regional Economic Council in your area. 
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There are over a hundred of these Councils 
in the Soviet Union; each serves more or less 
as the “home office” for all of the industry in 
its region. Your Economic Council, in turn, 
would combine your estimates with those of 
similar plants and send all of this information 
to the Gosplan of that Republic. Since there 
are fifteen Republics in the Soviet Union, 
there are. fifteen Republic Gosplans. Each of 
these, in turn, would aggregate the estimates 
for all industry in its Republic and submit 
this information to the All-Union Gosplan in 
Moscow. 

Without going into the many details, suffice 
it to say that the All-Union Gosplan, with 
technical help and advice from numerous 
agencies, and with orders from the Central 
Committee of the Communist Party as to the 
proportion of resources to be devoted to de- 
fense and the proportion to be devoted to 
capital investment, would work out a master 
plan for the whole country. Orders would 
then be issued to each Republic Gosplan in 
terms of “control figures” for basic products 
and resources, such as steel, cement, et cetera, 
indicating also the quantities of various goods 
each Republic could expect from the other 
Republics and the quantities it should supply 
other Republics. Each Republic Gosplan 
would then work out orders for each factory. 
Thus, you would receive in the fall of the 
year a communication telling you how many 
lathes you are to produce the next year. In 
February of the new year, these figures might 
be adjusted slightly on the basis of actual 
production figures for the preceding year. 

In the case of consumer products like 
hosiery, for example, there is an assortment 
problem of different sizes and different kinds. 
This problem is worked out between the indi- 
vidual plant and the trade organization which 
markets the product. In the event of a dis- 
pute, the Regional Economic Council would 
be consulted. We ran into a striking example 
of this. A particular kind of soap was not 
selling and the trade organization reduced 
their purchases of it. The soap factory wanted 
to realize its production goal in order to qual- 
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ify for production bonuses so it kept right on 
producing it. The Council, seeing the solution 
in greater sales to consumers, tried to induce 
the trade organization to advertise. The trade 
organization declined. While these discussions 
proceeded, soap continued to pile up. The 
Council was thus considering the desirability 
of doing some advertising itself. These and 
similar problems will undoubtedly increase as 
the output and variety of consumer goods are 
increased.” 

When planned production intentionally dif- 
fers from consumer demands, the “turnover 
tax”’ plays a key role. The retail price is set 
so that consumers will buy the amount pro- 
cuced under the plan. The greater the gap 
between consumer demand and planned out- 
put, the larger the turnover tax. Thus, on 
movie cameras, the factory price plus the 
trade organization’s margin may amount to 
800 rubles—roughly the average monthly 
wage of industrial workers—but the retail 
price may be 1,600 rubles; the difference of 
800 rubles would be the “turnover tax.” For 
all consumer goods, the turnover tax averages 
about 45 per cent of retail prices. 

Such is the essence of the new system of 
decentralized control introduced recently in 
Russian planning. It is a highly complicated 
system as any of you who hold defense con- 
tracts from our own government will realize. 
But don’t assume that the Russians intend to 
move away from planning; they are seeking 
to improve it—or, to use their words—“per- 
fect it.” 


What the Russians Plan 


Let us now take a deeper look at the Soviet 
economy: What are the Russians planning? 
We do not need to guess blindly on this be- 
cause Khrushchev has made some things 
pretty clear. 

At a time when our country is debating 
“the national purpose,’ Soviet managers are 
driving single-mindedly toward a clearly de- 


?See D. Maynard Phelps, “Observations of the 
Soviet Marketing System,” Report of American Mar- 
keting Delegation to the Soviet Union, Summer, 1960. 


fined, widely publicized, and fully accepted 
goal: catch up and surpass the United States 
in both total and per capita production by 
1970! 

The purpose of course is to prove to all the 
world, or at least to all the underdeveloped 
countries of the world, the superiority of the 
Soviet economic system. The Russian worker 
is led to believe that the Soviet system will 
triumph over capitalism without war and that 
Soviet consumers will be blessed with abun- 
dance. This is very effective propaganda for 
both internal and external consumption and 
the Russians are making the most of it. 

It should be noted that this emphasis on 
out-producing the United States is not new. 
As early as November 1957, Khrushchev was 
quoted as saying: 


“We declare war on you . . . in the peaceful field 
of trade. We declare war. We will win over the United 
States. The threat to the United States is not the ICBM, 
but in the field of peaceful production. We are relent- 
less in this and it will prove the superiority of our 
system.” 


One thing is very clear, namely, the inten- 
tion of winning over capitalism, whatever the 
means. If this is what they are planning, let 
us examine some of their specific plans on 
both the production and propaganda fronts. 

First, the Russians are continuing to devote 
over half of their resources to military pre- 
paredness and capital expansion. Less than 
half of total production is in the form of con- 
sumer goods. The material welfare of present 
Soviet consumers certainly cannot be said to 
have a very high priority. Moreover, the pros- 
pect for change in this direction, however 
desirable, seems dim to say the least. 

Second, the Russians undoubtedly plan 
drastic changes in the organization of agri- 
cultural production. This is the most inefficient 
sector of Soviet production at the present time. 
There are almost as many workers engaged in 
farming as in industry. Drastic steps here 
could be defended by the planning authorities 
on both economic and ideological grounds. 
Increasing agricultural productivity would in- 
crease food production and release human 
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resources for the needed expansion of indus- 
trial output. And Soviet authorities have long 
wanted to eliminate the peasants’ private picts 
and their stubborn desire for private profit. 

Third, Soviet planners apparently intend 
that future improvements in living standards 
will come through higher money incomes 
rather than lower prices. This method is more 
effective in tying improvements to incentives 
and thus stimulating production. 

Fourth, some of the most talked about 
changes contemplated by the Russians are in 
the field of finance. At the present time, about 
half of state revenue comes from the turnover 
tax, about a quarter from profit taxes, and the 
remainder from the personal income tax, bach- 
elor taxes, the tax on private plots, social 
security taxes, and other sources. Much has 
been made of the Soviet declaration that the 
personal income tax is to be abolished. It has 
already been dropped for those with incomes 
of less than 370 rubles a month—something 


less than half the average monthly wage for — 


industrial workers. While annual reductions 
are planned each year from now to 1965 in 


the amount of tax paid by all income receiv- ° 


ers, those with incomes between 1000 and 
2000 rubles a month will have their wages 
cut from 24 to 79 per cent of the tax dropped. 
Those with incomes over 2000 rubles, who 
now pay up to 12 per cent in taxes, will have 
their salaries cut by the full amount of the 
tax. Thus, the net effect of the elimination of 
the personal income tax will be a redistribu- 
tion of income in favor of low-income receivers. 
The revenue from turnover and profit taxes 
will probably increase to make up for the loss 
of revenue. Social security taxes which now 
run from four and a half per cent to nine per 
cent are likely to be increased, inasmuch as 
the current revenue falls short of current 
expenditures. 

Fifth, it seems highly likely that the Rus- 
sians plan to take an increasingly active part in 
world developments. Rapid economic growth 
at home with the continuation of austere living 
standards will enable the Soviets to devote a 
rapidly increasing portion of their resources 


1961 


for the economic development and subversion 
of other countries. 

And six, the Russians are planning to in- 
crease their propaganda efforts in the years 
ahead. The recent change in the ruble, which 
was proclaimed an appreciation in its value 
when its real significance lay in its depreciation, 
belongs in this category. At the new official 
exchange rate of $1.11 per ruble, it would 
appear that the ruble is more valuable than 
the dollar—at least to the unsophisticated. 


“Peaceful Coexistence” 


In January of 1960, the Central Committee 
of the Communist Party passed a decree call- 
ing for a conference of all of the propaganda 
chiefs in the Soviet Union to consider how they 
could intensify ideological warfare. That Con- 
ference, held last fall, was reported in Pravda 
as follows: 


“The propagandists were instructed to intensify 
ideological indoctrination of the Soviet people in 
every phase of public life. The ideological program is 
based on Leninism together with a creative approach 
in accordance with new historical conditions. Reject- 
ing the dogma that war is inevitable, Mr. Khrushchev 
told them that peaceful coexistence is the new and the 
highest form of class conflict.” 


This quotation goes a long way in answering 
the question why the Russians are making the 
above plans. Class conflict is now to take the 
form of “peaceful coexistence.’ But what does 
this mean? We need only to look at recent 
events in the U.N., the Congo, and Laos. It is 
good to know that the Russian Communists no 
longer believe they have to destroy us by war. 
But this is not enough. It is a necessary but not 
a sufficient basis for peaceful relations between 
the two countries. 

The real trouble seems to lie in the dogmatic 
and blind misconception of the true nature of 
our system. And what is worse, all Soviet efforts 
seem to be in the direction of insuring even less 
understanding. The required college course in 
Political Economy, for example, is totally lack- 
ing in objectivity. It contains 93 selections from 
Lenin, 11 by Engels, 24 by Marx, 13 by Stalin, 


14 by Khrushchev, one by Mao, and none by 
any other author.* 

The following quotation from the final pages 
of the textbook for the course reveals the non- 
sense being taught: 

“Whereas in the capitalist countries production is 
subordinated to the predatory law of profit maximi- 
zation, dooming the workers to ruin, poverty, unem- 
ployment, hunger, and bloody wars, production in a 
socialist society is subordinated to the interests of 
man and the satisfaction of his growing needs.” 


* Administration of Teaching in Social Sciences in 
the U.S.S.R., Syllabus for Three Required Courses, 
The University of Michigan, Ann Arbor, Michigan, 
1960. 


It would be nice if we could be optimistic 
about the future even in the face of these 
facts. But I am reminded of the chap who 
was told to “Cheer up, things could be worse” 
—so he cheered up, and sure enough, things 
got worse! . 

It is most disturbing to be told that Ameri- 
cans are only interested in money and that the 
Communists are interested in people. But, you 
know, there may be some truth in this: it may 
explain why we lock up the money and they 
lock up the people. 


SOME IDEAS TO THINK ABOUT 


Many companies could easily justify leasing hotel or club space where their execu- 
tives could isolate themselves for special projects. 


Just because you are taking your human relations seriously, don’t try to practice 


psychiatry. 


Odd thing—when you silence an individual it doesn’t necessarily mean you’ve con- 


verted him to your way of thinking. 


Since politics occupies such an important part in business careers, how come we 
don’t learn more about this subject—from both ends of the line? 


Why is it that we go all out to repair a mechanical failure yet an emergency of 
far more significance in personnel relations goes unnoticed for months or even years? 


—Hilton D. Shepherd in Jots and Jolts, May 1960 


A SCIENTIFIC STUDY OF ELECTIONS 


THE AMERICAN VOTER by Angus Campbell, Philip E. Converse, Warren E. Miller, 
and Donald E. Stokes. New York: John Wiley and Sons, Inc., 1960. 573 pages. $6.00. 
All four of the authors of this book are on the staff of the Survey Research Center at 

The University of Michigan. They use the scientific techniques of survey research to shed 

light on the question of what factors lead the American voter to a decision at the polls 


and other important problems of 


litical and social theory. They analyze the relation- 


ships among the political, psychological, social, and economic factors determining the 
vote. The authors consider the role of social class and other social groupings; of economic 
attitudes and events; of education, sex, age, and occupational experience; of basic person- 


ality traits; and of population movements. 


Appraisal: comprehensive and authoritative; important reading for the serious student 


of American elections. 


J. Philip Wernette 
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© Analysis of economic phenomena, 
followed by suggestions for policy 


Price-Level Stability for or 


vs. Growth? 


URING recent years the nation has been 
engaged in a Great Debate on the rela- 
tionship between economic growth and a stable 
price level. Two positions have stood out very 
sharply in this controversy. There is, on the 
one hand, the view that a reasonably stable 
price level is an essential condition for realiz- 
ing the full ongoing productive potential of 
our economy. In his Economic Report trans- 
mitted to the Congress in January 1959 the 
President said that “an indispensable condi- 
tion for achieving vigorous and continuing 
economic growth is firm confidence that the 
value of the dollar will be reasonably stable 
in the years ahead.”? The Chairman of the 
Federal Reserve Board, in a communication 
to Senator Douglas in December 1959, took 
the same position: 
“My interest in a monetary policy directed toward 
a dollar of stable value is not based on the feeling 
that price stability is a more important national 
objective than either maximum sustainable growth or 
a high level of employment, but rather on the 


reasoned conclusion that the objective of price stabil- 
ity is an essential prerequisite to their achievement.’”” 


The other position is that stability of the 
price level and measures to achieve it have 
been given too high a priority in national 
economic policy during recent years. Some 
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among this group hold that we cannot have a 
stable price level without keeping an unneces- 
sarily large proportion of our productive re- 
sources unemployed, and this is price stability 
purchased at too great a cost. The most effec- 
tive exponent of this point of view has been 
the late Professor Sumner H. Slichter of 
Harvard. In his last major statement on this 
matter, before the Joint Economic Committee 
on March 20, 1959, he questioned whether we 
would find any “way of reconciling maximum 
growth with a stable price level,” concluding 
that “in any event, reconciliation of the two 
objectives will take time . . .”* Dag Ham- 
marskjold, in his address last July, opening 
the Economic and Social Council’s discussion 
of the world economic situation, expressed the 
view that price stability was being excessively 
emphasized in industrial nations. “No one,” 
he said, “surely, will feel that price stability 
has been well won if the cost turns out to be 
economic stagnation—albeit stagnation at a 
high level.’’* 

For others a high priority assigned to a 
stable price level seems misplaced because 
they feel that there has been a tendency to 
exaggerate the propensity to inflation in the 
modern economy. The Joint Economic Com- 


* Economic Report of the President, January 1959, 


p. v. 

* Hearings, January 1960, Economic Report of the 
President, Joint Economic Committee (79th Con- 
gress), February 2, 1960, pp. 169-70. 

* Hearings, “Employment, Growth, and Price Levels,” 
March 20, 1959 (79th Congress), p. 11. 

* New York Times, July 7, 1959, p. 43. 
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mittee begins its own report on Employment, 
Growth, and Price Levels with this sentence: 

“A high and stable rate of employment, a high rate 
of growth in our national output and productive 
capacity, and a high degree of stability in the general 
level of prices can be simultaneously achieved.’” 
The Committee does, however, suggest that if 
this is to be achieved the inflationary bias of 
the economy must be reduced.° 

Now Great Debates are a healthy thing. 
Americans usually have at least one or two 
going at white heat, and the dialectical tem- 
perature of this one has been at least up to 
par. These Great Debates are a means by 
which a democracy can minimize those major 
mistakes of policy that totalitarian govern- 
ments find very difficult to avoid. This one, 
however, has had its less happy aspect, for 
we have had that polarization of views that 
makes it difficult to achieve the minimal con- 
sensus essential for moving policy forward. 

There are, it seems to me, at least three 
separable questions that should be delineated 
and argued out seriatim. First, would creeping 
inflatio:. adversely affect economic growth and 
the orderly functioning of our economy? Sec- 
ond, does the modern economy have much 
of an inflationary bias? Third, what can be 
done to strengthen the resistance of the econ- 
omy to inflation? 


Is a Stable Price Level Essential? 


Is a stable price level an essential condition 
for sustained and vigorous economic growth 
and orderly economic processes generally? A 
strong case can be made that it is not, or at 
least that the deleterious effects of creeping 
inflation have been greatly overdrawn. Inter- 
nationally there seems to be no very close 
correlation between postwar gains in output 
and increases in the price level.’ Austria is an 
example of a country with a high rate of 


* “Employment, Growth and Price Levels,” Report 
of the Joint Economic Committee (Report 1043, 86th 
Congress, 2nd Session), January 26, 1960, p. 1. 

Ibid, p. 3. 

"Mark W. Leiserson, “A Brief Interpretive Study 
of Wage-Price Problems in Europe,” Joint Economic 
Committee (86th Congress, 1st Session), December 
1i, 1959. 


growth and a relatively large increase in the 
price level. Switzerland’s price level has been 
relatively quite stable, but its gain in output 
has exceeded that of many countries whose 
price level has increased more rapidly. Norway, 
for example, whose price level from 1949-58 
rose at the average rate of 5.4 per cent per year 
had an annual gain in output of only 2.5 per 
cent—substantially below that of Switzerland. 

Moreover, for all of the discussion about 
inequities arising from inflation, they are sur- 
prisingly hard to identify. People whose pen- 
sions were accumulated at the prewar price 
level and who have had to live on these 
pensions in the postwar period come at once 
to mind; but even here there are offsets—e.g., 
the increased prices of their houses, or of their 
common stocks. Those on public assistance 
and on unemployment compensation appar- 
ently also have been disadvantaged by the 
postwar doubling of the price level.* But if 
the scope of these inequities is limited to those 
that have been clearly identified, their allevia- 
tion should not pose insuperable problems. 

And the evidence indicates a tendency for 
consumers to curtail their buying plans if they 
expect the price level to rise. Thus the spend- 
ing reaction of consumers to inflation has 
tended to restrain further increases in the 
price level, not to accelerate it. The response 
mechanism among consumers has been to pro- 
vide an automatic stabilizer. 


Adverse Effects of Inflation 


A policy of embracing or at least acquiesc- 
ing in creeping inflation does, however, have 
its less reassuring aspects. While the evidence 
is quite clear that consumer reactions to the 
expectation of rising prices have been on the 
favorable (i.e., stabilizing) side, reactions can 
change. And a growing proportion of Ameri- 


* Cf. Seymour E. Harris, “The Incidence of Infla- 
tion: Or Who Gets Hurt,” Joint Economic Commit- 
tee (86th Congress, 1st Session), Study Paper 7, 
November 26, 1959. 

°Cf. George Katona, “The Powerful Consumer” 
(New York: McGraw-Hill, 1960), pp. 192-211. Also 
Eva Mueller, “Consumer Reaction to Inflation,” 
Quarterly Journal of Economics, May 1959, pp. 246-62. 
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cans now expect rising prices not only in the 
short-run, but also for several years ahead.’ 
Moreover, the expectation of price increases 
has a socially disorganizing effect. People still 
resent them even if their incomes also rise, 
since these income changes tend to be re- 
garded as merit increases, whose purchasing 
power is being eroded by higher prices. 

Second, while there seems to be little likeli- 
hood of anything like a galloping inflation in 
this country, it is reasonable to suppose that 
acceptance of creeping inflation would tend to 
accelerate the creep. The same over-reaching 
forces giving us a slowly rising price level 
when our target is stability would, in all 
probability, also cause us to over-reach our 
target when that target is a price level only 
slowly rising. 

Third, the use of escalation to minimize 
inequities is not the easy solution to this prob- 
lem that it seems to be. In a fully escalated 
economy each wage or price would auto- 
matically change for any change in the general 
price level; and only changes in a wage or 
price different from the change in the general 
price level would have significance. But this is 
precisely what we have in a condition where 
the general price level is stable, with changes 
in individual prices (including wages) reflect- 
ing shifts in market forces. In short, accept- 
ance of creeping inflation would inevitably 
create pressures for more generalized escala- 
tion, but the more general it became, the less 
useful it would be. It is not difficult to under- 
stand that countries which have utilized esca- 
lation most extensively have been backing 
away from it.” 

Fourth, we can no longer be unconcerned 
about our competitive position in interna- 
tional markets. Recent developments in our 
external transactions are encouraging, but it 
would be premature to assume that they are 
back in balance. To some extent recent im- 
provements reflect essentially nonrecurring 
factors—e.g., exceptionally large exports of 


* George Katona, of. cit., p. 198. 
* Monthly Review, Federal Reserve Bank of New 
York, June 1959, pp. 88-9. 
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cotton, and large deliveries of civilian jet 
aircraft. The domestic purchasing power of 
many currencies (e.g., the pound, mark, or 
yen) is considerably greater than their dollar 
equivalent, at current exchange rates, would 
imply. Low air fares and rising incomes will 
make it possible for growing numbers in this 
country to take advantage of these low domes- 
tic price levels abroad, which will be equiva- 
lent to an increase in our imports. And 
prospects for reasonably stable price-cost 
levels are at least as promising in many other 
countries as they are in the U. S. 

Finally, the lessons of experience concern- 
ing the relationship between creeping inflation 
and economic growth do not ineluctably sug- 
gest that for the long pull we could grow more 
rapidly by accepting a persistent upward trend 
in the price level. Clearly this would impede 
the orderly channeling of savings into capital 
formation by creating distortions in the capital 
markets. Escalated savings bonds, for example, 
would produce pressures for similar protec- 
tion of savings deposits, life insurance, and 
savings and loan shares. This, however, could 
only be done if assets of these institutions 
were also escalated. But these interest-earning 
assets are the liabilities of others—e.g., mort- 
gages, or corporate bonds. In order to have 
our savings deposits and other assets pro- 
tected, would we be willing as borrowers to 
have our obligations rise as the price level 
goes up? The only feasible way to accomplish 
this would be through interest rates enough 
higher to provide this price level protection, 
something which seems not to be very palat- 
able politically. The reverse spread between 
bond and stock yields that has prevailed 
recently may well reflect the fact that concern 
about the price level has already forced bor- 
rowers to pay higher interest rates. 

Moreover, the postwar international record 
in no sense proves that a higher and sustained 
rate of economic growth can be purchased by 
permitting creeping inflation. It is true that 
countries with the most rapid gains in output 
have tended to be those with the greatest price 
increases. In commenting, however, on Pro- 
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fessor Slichter’s data showing this, Arthur 
Marget points out that “there is not a single 
case, in Professor Slichter’s list of foreign 
countries, in which a relatively high rank in 
terms of percentage increase in real product 
per capita has been associated with a relative- 
ly high percentage of price increase without 
that country’s getting into such serious diffi- 
culties that a sudden halt had to be called to 
those ‘expansionist’ monetary and fiscal poli- 
cies which were alleged by their defenders to 
be the only kind of policies compatable with 
‘the maximum rate of growth.’ ”* 

Where do we come out on this question 
about the relationship between economic 
growth and full employment and inflation? 
There should, I think, be general agreement 
that in the short-run we could get more out- 
put with more expansionist monetary and 
credit policies that might well put the price 
level under greater pressure. But this does 
not establish the case for accepting creeping 
inflation. The real question is whether creep- 
ing inflation would pose a threat to the vital- 
ity of the economy in the long-pull. We 
cannot be sure. The evidence seems to point 
in both directions. But this is another way 
of saying that there are at least reasons for 
concern about what creeping inflation would 
do to the economy in the long-run and that 
these warrant a search for ways of reducing 
the economy’s inflationary bias. 

Sources of Inflationary Bias 

What are the sources of the modern econ- 
omy’s inflationary bias? That the traditional 
excess of money demand relative to our pro- 
ductive capacity has been the source of much 
of our postwar inflation is clear. At the end 
of the war the ratio of the money supply to 
GNP was .75, about fifty per cent more than 
the long-run historical ratio of about .50. 
This is another way of saying that individuals 
and businesses held about fifty per cent more 
money than they needed to hold for the con- 
duct of their financial affairs. The attempt to 

* Arthur W. Marget, “Inflation: Some Lessons of 


Recent Foreign Experience,” American Economic Re- 
view, Proceedings, May, 1960, pp. 206-7. 
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use these surplus holdings to replace depleted 
real assets resulted not in less money held 
(since dollars do not disappear out of the 
economy by being spent) but in more spend- 
ing at a rate that outran our productive 
capacity. Again in 1955 and 1956 we saw, 
particularly for the durable goods industries, 
that prices can still respond to a surge of 
demand. 

Now it would be reasonable to expect that, 
after a decade of more or less sustained price 
advances, some time would be required to 
achieve a stable price-cost level even after 
excess demands faded out of the picture. 
Habits of thought develop more or less con- 
scious biases toward actions that have the 
effect of pushing prices and costs upward. 
Decisions made then extend into less ebullient 
market periods. But attention has turned in- 
creasingly in recent years to the view that 
there is more to the problem than simply 
excess demand. The sharp rise in the price 
level after 1955 has been particularly dis- 
turbing. Except for limited segments of the 
economy demand did not out-run our produc- 
tive capacity. Unemployment was consistently 
higher, relative to the labor force, than in the 
preceding prosperity. And the strength of de- 
mand generally permitted only a relatively 
slow growth in output after 1955. 


The Problem of Market Power 


At least three hypotheses to explain this 
can be identified. First, prices are now sticky 
on the down side. Therefore, a bulge of de- 
mand concentrated on a limited segment of 
the economy, which produces increases in 
these prices, raises the general price level 
because we can no longer count on offsetting 
price reductions elsewhere in the economy 
(even where demand is slack). The differ- 
entially large rise in machinery prices during 
1955 and 1956 are often cited as a case illus- 
tration of this in operation. In a sense this is 
the conventional excess-demand hypothesis 
modified to allow for the assumptions that 
prices generally are more rigid on the down 
side. 


Michigan Business Review 


N 


| 

| 

| 

| 

| 

| 

| 

| 

= 
C- 


Second, there is what might be called the 
fixed-cost hypothesis. Professor Schultze of 
Indiana University, a participant in this As- 
sembly, deserves credit for articulating this 
view. The argumentation can be summarized 
something like this. Price-decisions in key in- 
dustries are cost-oriented. Costs are increas- 
ingly fixed—salaries, depreciation, etc. In his 
study Professor Schultze identifies the sources 
of this increase in value added by manufactur- 
ing per unit of output for certain periods. 


CHANGE IN VALUE ADDED PER UNIT OF 
OvurTpuT IN MANUFACTURING 
(In per cent points) 
1947-55 1955-57 


Value added per unit of output 298% 9.6% 
Wage costs per unit of output 9.0 3.9 


Salary costs per unit of output 7.7 5.6 
Depreciation costs per unit of output 4.2 1.0 
Profits costs per unit of output 7.2 2.2 
Indirect taxes per unit of output 1.6 1.3 


source: Charles L. Schultze, “Recent Inflation in the 
United States,” Joint Economic Committee, 

—o Congress, 1st Session) , September, 1959, 

From 1955 to 1957, a period not gen- 
erally characterized by excessive demand for 
output, the two principal elements of fixed 
costs (salaries and depreciation) accounted 
for two-thirds of the total increase in value 
added per unit of output, and about a third 
of the increase from 1947 to 1955. During 
1955-57, then, the slow rise in output resulted 
in higher unit costs because fixed costs had to 
be spread over less-than-capacity output. 
Prices, being cost-oriented, reflected these 
higher unit costs. Some would, then, draw the 
further conclusion that tight monetary and 
fiscal policies in this period forced the price 
level even higher by limiting the rise in out- 


_ put, which increased fixed costs per unit of 


output, which pushed prices higher. 

This, it seems to me, proves too much. 
Rate-of-return targets that are one element in 
pricing policies involve a considerably longer- 
run view than operating rates expected over a 
short period. This longer view, according to 
one pricing study, is considered essential in 
order “to prevent cyclical or shorter-run 
changes in volume or product-mix from un- 
duly affecting price, with the expectation that 
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the averaging of fluctuations in cost and de- 
mand over the business cycle will produce a 
particular rate of return on investment.’ 
Moreover, prices continue to be responsive 
to the state of demand as well as costs, as the 
particularly large price increases for machin- 
ery in the 1955 to 1957 capital goods boom 
demonstrated. The price effect from lower 
fixed costs per unit of output, with the greater 
demand for output that easier credit and 
fiscal policies might have made possible, must 
be weighed against the effects on prices from 
stronger demand in the market. There is not 
much historical evidence to suggest that in a 
boom easy credit and budget policies make 
for lower prices. And it is reasonable to sup- 
pose that, if demands had been stronger in 
1956 and 1957, businesses would have taken 
price action sufficient at least to avoid the 
outright decline in corporate profits per unit 
of output which did occur. 

Third, there is the view that we now have 
in our economy aggregations of market power 
that can force our price-cost level up even in 
the absence of excessive money demand for 
output. Big businesses can raise prices even 
if demand does not exceed productive capac- 
ity. And big labor unions can extract from 
management wage gains and other benefits 
that exceed the average annual improvement 
in productivity. The economy is then con- 
fronted with a baleful choice. If we do not 
permit an increase in money demand, the 
unchanged money demand buys a smaller 
quantity of output, and we get unemploy- 
ment. To avoid unemployment we must al- 
low enough of an expansion of money demand 
to take the full output off the market at higher 
prices, thereby validating successive increases 
in the cost-price level. And we need to bear 
in mind that a unit of market power will have 
the same tendency to confront us with the 
choice of a rising price level or full employ- 
ment whether it be on the business or the 
labor side. 


“R. F. Lanzillotti, “Pricing Objectives in Large 
Companies,” American Economic Review, December 
1958, p. 923. 
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Is this market-power phenomenon really a 
part of our problem? On the business side 
some of the daring does seem to have gone 
out of pricing. Price reductions have come 
dangerously close to being considered quaint 
—something we did when we used to button 
our shoes, crank our cars, and live generally 
in primitive circumstances. This is all the 
more remarkable in view of the considerable 
survey evidence that price reductions continue 
to be a very effective way of activating the 
consumer’s interest. One wonders if Henry 
Ford could ever have made it if he had had 
at his elbow a bevy of financial analysts and 
statisticians making available to him our mod- 
ern wisdom about the unresponsiveness of 
demand to price reductions, 

The evidence is also quite clear that even 
in the absence of excess demands unit labor 
costs of production will rise. From 1955 to 
1957 compensation of employees in manufac- 
turing increased 12.6 per cent. According to 
the new Federal Reserve index, manufactur- 
ing output increased only 3.5 per cent. Thus 


Change in Output, Costs, and Profits 
in Manufacturing, 1955 to 1957 


Manufacturing output + 3.5% 
Compensation of employees +12.6 
Corporate profits in manufacturing — 84 
Per unit of output: 
Compensation of employees + 8.6 
Corporate profits —10.6 


Source: Basic data from the Federal Reserve and De- 
partment of Commerce. 
Note: The Federal Reserve’s index covers total manu- 
facturing output. The data for compensation of em- 
ployees also covers total manufacturing. Corporate 
profits in manufacturing includes, by definition, only 
corporate profits. To be strictly comparable with the 
other two items, this should also include profits of 
noncorporate manufacturing businesses. Since most 
manufacturing activity is done by corporations, it is 
doubtful if the change in total profits in manufactur- 
ing was significantly different from the change in 


' corporate profits in manufacturing during these years. 


labor costs per unit of output must have in- 
creased about 9 per cent. While employee in- 
comes naturally rise when prices rise, it is 
clear that there was more to this phenomenon 
than wages, like other prices, moving up- 
ward within the context of a generally infla- 
tionary situation. For one thing, there was not 


generally excessive demand; unemployment 
throughout remained at about 4 per cent of 
the labor force. Moreover, average hourly 
earnings, adjusted to exclude the influence 
of shifts between industries and changing 
amounts of overtime, increased 4.3 per cent 
from July 1957 to July 1958. Thus even in 
a recession we still experienced a rise in wage 
rates in manufacturing almost double the esti- 
mated long-run annual increase in general 
productivity. These figures also suggest that 
during this period (from 1955 to 1957) the 
rise in employee costs per unit of output in 
manufacturing contributed more to the price 
rise than the market power exercised by busi- 
ness because, though prices were raised, the 
increases were not large enough to prevent a 
fall in manufacturing profits per unit of out- 
put of over 10 per cent. 


Reducing the Inflationary Biases 


It seems clear, therefore, that the source of 
inflationary bias in our economy is multi- 
dimensional in character. If so, what would 
constitute the elements of a program to re- 
duce these biases? We do not yet know the 
full answer to this question. But some steps 
can be taken, and it would be enormously 
reassuring if we could begin to take them, in 
order to reduce the polarity of views on this 
matter enough to move forward on policy. 

1. The nature of our current policy discus- 
sions points to the desirability of amending 
the Employment Act to include a reasonably 
stable price level (not “level of prices”) as 
an objective of national economic policy. 
Clearly it is one of our objectives, and our 
basic declaration of national economic policy 
should show it. This would do more for us 
than merely tidy up some language in an act 
passed 14 years ago. For one thing it would 
stiffen the national will to find ways of achiev- 
ing sustained, vigorous growth and relatively 
full employment without at the same time 
courting the disorganizing effects of creeping 
inflation. Moreover, to the extent that un- 
easiness about price level prospects is itself a 
part of our problem, this declaration of na- 
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tional intent would make some substantive 


contribution toward safeguarding the price 


level. This step could be done simply through 
amending the final part of Section 2 of the 
Employment Act to make it read “and to 
promote maximum employment, production 
and purchasing power and a reasonably stable 
general price level.” 

2. Sections 3 and 4 of the Employment Act 
should also be amended to call explicitly for 
a detailed review of recent and current devel- 
opments in prices and costs and for a program 
to deal with prices and costs. How effectively 
we shall be able to deal with these problems 
will depend in part on the climate of public 
opinion. The President’s Economic Report 
can help in focusing public opinion, and an 
annual articulation of its views and programs 
is always good for the Administration itself. 

3. While fiscal and monetary policies to 
assure a reasonable balance between demand 
and productive capacity are not enough, they 
are essential. The Joint Economic Committee 
in its Report on Employment, Growth, and 
Price Levels had many criticisms of current 
policy, but it said flatly that we must “make 
sure that final money demand for goods and 
services grows at a rate equal to the increase 
in the potential supply of them.’® With this 
dictum there should be little disagreement. 
All of us have our list of desirable modifica- 
tions in the way fiscal and monetary policies 
are carried out. We could have better budget- 
ing, for example, if the President had the 
power of item veto and if the Congress 
adopted some procedure for approving the 
whole budget, as well as approving each speci- 
fic appropriation. Budgeting is, by definition, 
the allocation of limited resources to compet- 
ing claims. Decisions, therefore, on a specific 
item involve more than ascertaining whether 
that program is itself desirable because the 
aggregate of individually worthy projects will 
always add up to too much. But, it is also 
evident that short-falls in our credit and fiscal 


* Report on Employment, Growth, and Price Levels, 
Joint Economic Committee. Report No. 1043 (86th 
Congress, 2nd Session), January 26, 1960, p. 3. 
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performance occur primarily because of errors 
of judgment about the magnitude and timing 
of changes in policy, or through limitations 
on policies imposed by political processes. 
Our problem does not arise primarily because 
of seriously deficient instruments of policy, or 
even because we know so little about what 
would constitute non-inflationary monetary 
and fiscal policies. 


Dealing with Market-Power Problems 


4. More intractable problems begin to 
emerge when we turn to the market-power 
dimension of the problem. Proposals for a 
Federal agency before whom price and wage 
adjustments would need to be justified are 
not promising. As J. M. Clark points out, 
even during the war, with prices controlled, 
we had creeping inflation. From 1942 to 1945 
the consumer price index rose over 10 per 
cent, the smallest annual rise being 1.7 per 
cent from 1943 to 1944. While price pres- 
sures with which peace-time restraints would 
have to contend would be milder, the toler- 
ance of the public for such controls would 
also be lower. And it is an open question 
whether proposals to prohibit price increases 
for only a limited period after the case is 
made before a Federal agency would limit 
the rise in the price level or accelerate it. 
It would drag out the price-increase process, 
but it would also create strong incentives to 
make each price increase safely large and to 
defer as long as possible any price reduction. 
Most of these proposals, however, really look 
toward finding some way of creating an en- 
vironment of public attention and sentiment 
within which the price-making and wage- 
making process will perform better. This is a 
desirable objective, but it is doubtful whether 
price and wage justification boards are a 
fruitful way of going about it. 

5. On the price side of this market-power 
problem we have at least a reasonably well- 
developed philosophy from seven decades’ ex- 
perience with anti-trust efforts. There is 
general agreement that this must continue to 
be a major means for creating a more vigor- 
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ously competitive economy. The President 
has made numerous suggestions for further 
strengthening our anti-trust program, as did 
the Joint Economic Committee in its recent 
report. On many of these there seems to be a 
wide measure of agreement. In our zeal to 
strengthen our anti-trust program we must 
bear in mind that our objective should be to 
strengthen and protect competition, not to 
protect competitors. More vigorous competi- 
tion will certainly accelerate that painful pro- 
cess which Schumpeter aptly described as the 
process of creative destruction. 

There is, however, more to this problem 
than monopoly in the technical sense. States 
of mind are contagious in the business com- 
munity as well as in other groups. This com- 
fortable view among businessmen that price 
reductions do no good and price increases do 
little harm needs re-examination. It derives 
little support from surveys of consumer reac- 
tions to price changes. 

Economists may also have contributed to 
the state of mind that vigorous pricing be- 
longs to the horse and buggy era. Our 
measurements of price elasticity, often more 
tentative and uncertain than we have been 
willing to admit, have buttressed businessmen 
in this comfortable-pricing view that they are 
all too anxious to believe anyway. 

It is quite possible that business manage- 
ment has allowed its pricing to become too 
stiff and arthritic even for its own good. In a 
speech to a business audience just two years 
ago, the President suggested this when he said: 


“No feature of America’s economic life has been 
more at the heart of our rapidly rising and widely 
shared levels of living than the daring of this Nation’s 
businesses in pricing for volume and taking their 
chances on profits. It is no accident this policy has 
characterized our most profitable industries. If we are 
to maintain the vigor and vitality of our free econ- 
omy, this drive for the widest possible markets must 
continue. A price policy designed to provide increas- 
ing volume should be nothing short of an article of 
faith for every businessman.” 


Some of the monopolies, incidentally, that 


“White House Press Release Text, May 20, 1958, 
p. 5. 


make a significant difference in the consumers’ 
budget are right in the local communities. 
And these consumers themselves could do 
something about it. Through the simple device 
of more careful shopping, the stern discipline 
of price competition could once again be made 
respectable, and, better yet, essential for doing 
business. 


Market Power and Wage Inflation 


6. For several reasons it has been more 
difficult to come to grips with the market- 
power problem on the wage side. Because 
economists were themselves slow in facing up 
to its existence, the intellectual discussion 
that is an essential antecedent to public policy 
decisions developed tardily. In part this may 
also have reflected a basic philosophical con- 
flict. It has been the objective of public 
policy to encourage concentrations of power 
in the labor market—i.e., to encourage col- 
lective bargaining. Thus we find ourselves 
philosophically confused when we face ex- 
pressions of this market power that seem to 
be contrary to the country’s economic wel- 
fare. Guidelines for remedial action are few. 
And we shall do well to proceed cautiously 
until we are sure that we have constructive 
approaches at hand. In the anti-trust field, by 
contrast, our program is aimed in the direction 
of where our philosophical preconceptions tell 
us we ought to be—namely, a competitive 
economy with fragmented power units. 

While no one yet has succeeded in produc- 
ing an acceptable full-blown program to deal 
with the wage-cost dimension of our price- 
level problem, some helpful things can be 
identified. First, we must recognize candidly 
that the problem does exist, and that to 
recognize it as a problem is not to be anti- 
labor. This step is now largely accomplished. 
The Joint Economic Committee itself con- 
cluded cautiously that market power exercised 
by strong unions has contributed to inflation 
in recent years. (The Committee was not 
spectacularly successful or eager, however, in 
its efforts to think of anything to do about 
it—exhibiting a sudden lack of self-confidence 
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not characterizing its treatment of most other 
complicated policy questions. ) 


Escalators Should Be Discontinued 


We should also work toward discontinuing 
cost of living escalators in labor contracts. 
Obviously changes in consumer prices will 
and should continue to influence wage levels. 
But these escalators are themselves a source 
of the inflation they are designed to safe- 
guard the income recipient against. For one 
thing it is generally agreed that our price 
indexes probably are subject to some upward 
bias. Tying wages to an index that over- 
states changes in the true price level auto- 
matically raises costs and, therefore, prices. 
Moreover, there are some changes in the con- 
sumer price index that ought not to result in 
corresponding income adjustments. If prices 
of fresh fruits and vegetables rise because of 
freezes in the growing area, or for seasonal 
reasons, the higher prices simply reflect the 
fact that there is less to consume, and there 
is no theoretical reason for adjusting money 
incomes. Moreover, the consumer price index 
is also influenced by changes in sales, excise, 
and real estate taxes, but these are really a 
collectivization of incomes by which we pro- 
vide for ourselves essential services that can 
better be done through government than indi- 
vidually. If we decide that we want more 
education (as I hope we shall) and increase 
our taxes to pay the bill, that is a decision 
about the allocation of our incomes. It is not 
a rise in the price level, and it does not imply 
that the real value of a given income has 
gone down. 

My own feeling is that it would be wise to 
drop improvement factors also from labor 
contracts. Incomes can, of course, be expected 
to rise as productivity improves, and should 
rise. But these automatic escalators surely 
leave the union leader in an awkward position 
to claim much of a bargaining victory. If the 
arithmetic has been correct, anything beyond 
extending the old contract must produce an 
upward drift in labor costs per unit of output. 

While we are least far along in our ability 
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to deal with the wage-cost aspect of these 
problems, we are apparently making progress. 
The average annual increase last year in 
hourly earnings of production workers in 
manufacturing, adjusted for overtime and 
inter-industry shifts, was 3.4 per cent. This 
was still considerably above the 2 to 214 per 
cent long-run average increase in over-all pro- 
ductivity. But the pace of the increases has 
shown a persistent decline from the 5.4 per 
cent increase in 1956, and it was smaller in 
1959 than during the recession year of 1958. 
Moreover, the larger annual increments to the 
labor force in the decade ahead, and the grow- 
ing proportion of the work force in skilled, 
technical, and managerial posts, indicate struc- 
tural changes in the labor market that should 
further moderate the problem of wage inflation. 
* * * * * 

If this analysis is realistic, we come to two 
conclusions about the compatibility of our 
objectives. First, we should not in principle 
be disturbed because we seem to face the 
problem of achieving a proper balance among 
objectives that to some extent compete with 
each other. In most areas of policy our objec- 
tives are multidimensional; there is no reason 
to think that economic policy should be an 
exception. 

Second, we should obviously try to reduce 
the degree of incompatibility of our objectives 
in order more nearly to achieve all of them. 
During recent years, in order to avoid the 
disorganizing results of an unsustainable surge 
we have been operating with a larger volume 


of unemployed resources than should be 


necessary for the long pull—even recognizing 
that a dynamic economy, being always in 
some disequilibrium, will at any point in time 
not seem to be using all of its productive re- 
sources most efficiently. While we do not have 
a full solution, some helpful steps can be 
taken. Whatever success we can have, given 
some evidence that natural economic forces 
are also moderating these inflationary biases, 
will be a contribution to a more complete 
utilization of our resources and to a more 
rapid and ongoing economic expansion. 
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© Testimony from an expert 


> 


The Woman Executive 


“The Office Decor May Vary 
But the Daily Problems Are No Different” 


OMEN in business have long been im- 

portant in many sectors of our American 
economy, but their general role may have 
escaped proper evaluation because of their 
universal tendency to avoid ungracious and 
undue publicity and their inborn conviction 
that, subject to physical limitations, there 
isn’t anything a man in business does that a 
woman with training and diligence cannot 
do also. 

And yet it seems that throughout business 
and industry, women executives patiently ex- 
pect to be called upon from time to time to 
discuss their ideas “about misapprehensions 
which are widely prevalent with regard to 
woman executives’ duties and performance.” 
I believe many, many women in management 
throughout the nation must share with me 
certain quite human reactions to the many 
inquiries which, with some humor and no 
malice, one might separate into a few con- 
venient categories. 


Reporter and Researcher 


First, there is the occasional cub-reporter 
somewhat overawed during an initial visit to 
a large business or industrial scene of multi- 
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phased activity. In this newest age of aero- 
space conquests, it’s relatively easy to point 
out how many women there are at work today 
“breaking the sound barriers” in their par- 
ticular fields, just as in aviation there are not 
only women who serve as professional pilots 
and test pilots but many others whose special 
talents contribute greatly through a wide 
range of business, technical, financial and 
managerial assignments. 

Second, there is the quiet researcher who 
seems bent on seeking out “unknown missing 
facts” in that era between today and that 
time two decades ago when the Sunday sup- 
plements glamorized ‘Rosie, the Riveter.” 
To such an inquirer, who usually has over- 
indulged in the history of yesteryear, it’s 
simply a patient chore to point out what 
great strides American ingenuity has taken on 
behalf of American business. Women produc- 
tion workers today profit through the use of 
advanced equipment equivalent to the prog- 
ress made in converting the old-time cellu- 
loid-collared bookkeeper to a modern miss 
who can make the most complicated computer 
almost think. 


Interviewer and Reviewer 


Third, there is the special interviewer who, 
by experience, is a master of repartee with 
men in management across the land but who 
oftentimes quite uneasily seems to hesitate 
in “getting down to facts” with the woman 
executive. On such occasions I find that my 
sense of humor serves to break the ice and 
clear the atmosphere. Certainly if a woman 
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might be permitted a good 
strong “D---” upon being 
caught with too many points 
in her hand during a friendly 
gin rummy game, then women 
executives should be appraised 
as being equally adept at ex- 
pressing their convictions when 
chairing a board of directors 
meeting. And we are, and 
we do! 

Fourth, there is the indi- 
vidual who asks for a “spe- 
cial opportunity to review in 
depth” the whole field of 
“facts and fancies about the 
role of women executives.” It 
is at times like this that we 
women executives need to 
proceed forthrightly to a dis- 
cussion of the hard facts of 
business life—to point out that 
talent is where you find it, 
that it is no respecter of men 
or women, young or old. And 
therein lies the secret. As long 
as there exists a shortage of 
thinkers, as long as there re- 
mains a demand for do-ers, 
women executives will be at 
work helping build a better 
nation in a better world. 


Challenges as Opportunities 


Today these hard facts of life confront 
business and industry with a whole host of 
challenges that may be accepted realistically 
as opportunities—if executives have and prac- 
tice daily the right kind of human business 
philosophy! 

In an age when there exists great concern 
about past tendencies to over-emphasize se- 
curity, I wonder how many of us have 
neglected some of our basic management 
responsibilities. How much are we doing to 
develop and encourage sound profit-and-loss 
business conceptions among all levels of man- 
agement, supervision, and labor? How hard 
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do we endeavor to instill the Right Mental 
Attitude? How often do we invest in the 
future by taking time now to teach and train 
and develop younger men and women in the 
true fundamentals which, in a perhaps over- 
simplified summary, means just one thing: 
“Everyone is like a tack and can only go as 
far as the head permits.” 


Tasks and Qualities 
Women executives in their important role 
of management today are no different than 
men executives. Their primary tasks are to 
define the long-range objectives and direct the 
execution of such programs. For the accom- 
(continued on page 24) 
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© The controller’s functions in actual business 
operations are influenced by various conditions 


Controllership and the 
Semantics of Control 


T must have been interesting for many 

controllers who are actually “in there and 
pitching” to read what Captain Goodwin and 
Colonel Urwick had to say about the meanings 
of the word “control.” It is especially interest- 
ing to note the close parallel between the 
differences developed by the semantic analysis 
of the scholars and the very lively practical 
controversy being fought out in hundreds of 
businesses over the exact definition of the 
controller’s function. 

The function of controllership is still in a 
state of evolution and the major problem at 
issue is the relationship between the informa- 
tion gathering-reporting-interpreting function 
and taking action based upon the information. 
The conflict on the information/action line 
takes various forms, which should be examined. 


Information/Action Relationships 


In the first place, there is the undeniable 
fact that giving the controller the function of 
interpreting the information is often tanta- 
mount to giving him the action authority, 
though that is not intended. When the struc- 
ture of information is so complicated that 
simple quantitative reporting does not bring 
out the real significance of the data the con- 
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troller must rearrange the data to bring out 
more clearly what he believes to be their real 
meaning. Often he is further importuned to 
“tell us what this all really means.” Since he 
is usually well aware of the several action 
possibilities which confront management, he 
will often know that his interpretation really 
determines the fall of the die even though the 
line manager still shakes the box for a while. 

Somewhat related to the foregoing but at 
a much simpler level are a great many deci- 
sions based upon the outcomes of relatively 
routine reporting. These situations are not so 
complicated that they require special analysis 
and interpretation. Rather they are so simple 
that once the information/action pattern has 
been worked out, line management is happy 
to let the decision-making become virtually 
automatic upon the emergence of specific 
quantitative information. The extreme illus- 
tration of this process is the use of electronic - 
data processing techniques to make the “de- 
cision” to purchase raw materials when bal- 
ances fall to predetermined order points. 
Presumably the re-order point, and the quan- 
tity to be ordered were initially determined 
by the line authority in purchasing. The exe- 
cution of the order is a machine decision, 
actuated by machine-accumulated informa- 
tion—indeed an interesting area in which to 
apply the semantics of “control.” 

Above the level of machine decision-making 
lies a large area of semi-routine situations in 
which the decision may as well be made by 
persons in the controller’s department because 
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the nature of the information in effect deter- 
mines the decision anyway. Usually these 
specific decisions are merely the implementa- 
tion of general rules laid down after full con- 
sideration by the proper line authority, but 
the nature of the information involved may 
leave varying degrees of real responsibility in 
the hands of the individual. Routine steps in 
credit granting and the sending of collection 
notices, for instance, may be handled by the 
accounts receivable department; the timing of 
payments to creditors to take discounts is 
often handled in accounts payable; payroll 
settles minor disputes with employees, and 
so forth. 


Non-Controllership Functions 


The third phase of conflict on the infor- 
mation/action line of the controllership func- 
tion is the one which causes the most obvious 
differences between controllers’ assignments 
in different firms. These great differences flow 
from the fact that many a controller wears 
more than one hat, and has additional duties 
that are not pure controllership. The attempt 
to define the controllership function by a 
questionnaire approach—finding out what con- 
trollers do in their actual day-to-day work— 
may be very misleading because of the fact 
that few (if any) controllers are purely 
controllers. 

The failure of organizational lines and 
actual duties and responsibilities to follow 
purely functional lines is a common phenom- 
enon in business. The legal counsel often bears 
heavy public relations responsibilities; in- 
dustrial relations management takes serious 
legal steps; production department line offi- 
cials are necessarily charged with important 
parts of the industrial relations function, and 
so on. 

It is no wonder then that the controller 
in practice finds himself charged with duties 
which are not inherent controllership. Con- 
trollers are so commonly given responsibility 
for insurance that the Controllers Institute of 
America includes insurance as a normal part 
of the controller’s duties. The line between 
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controllership and the treasurership functions 
is so difficult to draw that most controllers 
perform substantial parts of the treasury 
function. The function of the corporation 
secretary has in many instances been largely 
taken over by the controller. These are in 
part simply illustrations of the recognized 
general difficulty of making organizational 
lines coincide perfectly with functional lines. 
The fact that some of these overlaps are 
practically unavoidable is attested by the 
commonly held double titles such as Control- 
ler-Treasurer, Secretary-Controller, or Vice 
President and Controller. 

In the case of the controllership function 
there is furthermore a special reason for ex- 
tensive overlapping into other functions. Since 
the inherent controllership function is infor- 
mation, the controller in his own function is 
in contact with virtually all phases of the 
business both because he is in there collecting 
information and because he is in there report- 
ing information. This makes the controller 
the natural “victim” when special and inci- 
dental tasks arise which management has to 
assign to someone. As long as such tasks are 
recognized as special delegations of line 
duties, and as long as the controller restricts 
himself carefully to the limits of the authority 
so delegated, the only harm that is done is 
the drain on his energy and time. 

The fact is that many of such extraneous 
duties originated in very informal delegations; 
sometimes they just grow without any rea- 
soned intention; sometimes the controller, in 
an empire-building mood, reaches out for such 
duties. Whatever the ofigin has been, the con- 
troller finds himself with a group of activities 
in which he is taking decision-making respon- 
sibilities which should be restricted to line 
management, and this becomes the source of 
much misunderstanding of his function if not 
of actual controversy. 


In the Armed Forces 


Misunderstanding of the controller’s func- 
tion is a handicap to its proper operation in 
industry. In the U.S. armed forces, especially 
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in the Navy, this misunderstanding was for 
years an actual obstacle to much needed re- 
organization of the finance and _ business 
activities. In spite of the fact that the older 
spelling, “comptroller,” was adopted as official, 
the old line admirals all smelled the rat and 
resisted “having anyone (especially any civil- 
ian) sent in here to tell me how to run my 
business.” The sentiment was often expressed 
that “If anyone is going to do any controlling 
around here, that’s my business and I don’t 
need any help.” The idea that the business 
of the comptroller was to supply information 
to help the admiral control his business was 
difficult to accept against the semantic hazi- 
ness of the word control. 

The, complication of the delegation of spe- 
cial duty to the controller is also clearly 
demonstrated by the armed forces situation. 
Congress has specifically charged the Comp- 
troller of the Department of Defense and, 
through him, the comptrollers of the services 
with the administration of the Federal budget 
in the services. This assignment should not 
be confused with the budget duty of the 


industrial controller which rarely carries the 
authority to enforce the budget. This author- 
ity does require the Navy comptroller to say, 
“No” to the admiral in the specific matter of 
budget enforcement; and is undoubtedly one 
of the reasons why the military have found it 
hard to accept the services of comptrollership 
in the normal aspects. 

In summary we can say that the semantic 
difficulty analyzed by Goodwin and Urwick, 
in which the word control is used in two 
senses, is partially solved by proper organiza- 
tion if the controller understands his inherent 
function as the narrower sense of control, that 
is, the service of information to management; 
and if the broader sense, the doing something 
about it, is restricted to the line authority. 
The fact that the industrial picture is further 
muddied by management’s delegation to the 
controller of parts of authority to do, is not 
primarily due to semantic failure but to the 
natural complications and pressures of busi- 
ness. In the armed forces it looks very much 
as though semantic failure is a large part of 
the difficulty. 


The Woman Executive 
(continued from page 21) 


plishment of their plans they need qualified 
people. People with ingenuity, talent, dedica- 
tion, faith, loyalty. 

Certainly it is essential today that our suc- 
cessors have the highest possible professional 
competence and the energy and leadership 
qualities to carry on. Their courage, insight, 
and dynamic action on all fronts will be 
needed then as they are now. 

Though the decor of our individual offices 
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may vary, the daily problems on our desks 
are no different. The kind of a woman who 
can function in an executive job is one who 
can handle that job, and it’s just about that 
simple. 

“What kind of a woman?” we’re asked. 
The correct answer from any board of direc- 
tors of any business or industry would be, 
I believe: “The foremost in the field; the 
best available.” 
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e Further analysis of a valuable management technique 


Motivation Research: 
Magic or Menace? part 1 


HE first part of this article appeared in 
the March issue of the Michigan Business 
Review. By way of summary, it was pointed 
out that motivation research (MR) refers to 
a systematic approach to the determination of 
the forces giving consumer behavior its direc- 
tion and intensity. As such, MR is useful for 
any business, regardless of size or market." 
Several important questions, however, re- 
main unanswered: “What kinds of methods 
should I use?” “Do I have to hire an outside 
consultant?” “What pitfalls should I avoid 
in the use of MR?” The discussion will con- 
tinue with an analysis of these procedural 
issues and will conclude with a look at the 
role of MR in the future. 


Putting MR To Work 


MR includes any method designed at 


answer “why” the consumer behaves as he 
does. The problem, of course, is complicated 
in that important motivating factors may lie 
at any one of three basic levels of the con- 
sumer’s personality: (1) the conscious level; 
(2) the subconscious level; or (3) the un- 
conscious level.? Therefore, it is often neces- 
sary to resort to quite a “bag of tools” to 
provide the necessary data. Several types of 
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basic methods will be examined in the fol- 
lowing pages. 


The Traditional Tools of 
Marketing Research 


Before the invasion by the social scientists, 
marketing research was done primarily by 
asking the consumer “what” and “why” 
directly, and this still is the most common 
approach. The answers produced by direct 
questioning frequently are cross-classified by 
such factors as age, income, sex, and educa- 
tion to see if variations in these attributes 
produce corresponding variations in survey 
responses. The data produced are easily 
quantifiable and may be manipulated readily 
with various statistical measures. 

The traditional marketing research ap- 
proach possesses an admirable degree of sci- 
entific precision. Nevertheless, the direct 
question is limited primarily to conscious 
information. Moreover, it is a simple matter 
for the respondent to avoid revealing true 
information if he so desites. Therefore, while 
direct questioning is ideal for procuring con- 
scious data, this “one dimensional approach” 
may be quite inadequate if important motives 
lie at deeper levels of the personality or are 
subject to conscious distortion by the person 
interviewed. 

* James F. Engel, “Motivation Research: Magic or 
Menace?” (Part I) Michigan Business Review, 
March, 1951. 

? It was pointed out in Part I, however, that level 
three usually is beyond the scope of MR methods. 
Moreover, motives discovered must be manipulable 


(approachable through persuasion), and unconscious 
motives are not approachable in this sense. 
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The Methods of the Psychologist 

The awarenes by perceptive marketir< 
researchers that direct questioning usually 
fails to reach below the surface of the per- 
sonality prompted the widespread adaptation 
of methods used in psychiatry and clinical 
psychology to fill this methodological void. 
The most useful of these methods are the 
depth interview and projective techniques. 

The depth interview, as it is used in psy- 
chiatry, refers to an extensive exploration of 
the unconscious personality extending per- 
haps over a period of months or even years. 
It is obvious that such depth cannot be 
approached in the typical consumer interview 
which seldom lasts over an hour. Hence, this 
‘approach may be referred to more accurately 
as the “guided interview” to avoid giving the 
erroneous impression that the unconscious 
personality will be tappe’. No established 
format of questioning is used, and the inter- 
viewer merely attempts to guide the respon- 
dent to the disclosure of pertinent explana- 
tions for his purchasing behavior. 

Through the guided interview it may be 
possible to probe somewhat below the surface 
into the subconscious personality by aiding 
the respondent to see more clearly why he 
behaves as he does. It is usually necessary, 
however, to employ skilled analysts to isolate 
and infer the relevant underlying motives 
from the various answers which are given. 
This problem of interpretation at times may 
become almost insoluble. 

The projective technique attempts, through 
an ambiguous question, to conceal from the 
respondent the purpose of the question so as 
to prevent any intentional distortions from 
entering into responses. The projective ques- 
tion is often presented in such a form as to 
induce the person interviewed to reply in 
terms of a third person. For example, the 
question “How do your neighbors feel about 
the new compact cars?” is projective in na- 
ture. Even though the person may think he 
is replying in terms of his neighbor, the pro- 
jective theory is that he will, in reality, be 
giving his own opinions. 


The variety of projective techniques that 
are used in MR truly defies description. Per- 
haps the most common methods, however, are 
the cartoon test, the picture-story method, 
and the sentence-completion test. In the car- 
toon test, two persons are shown talking to 
each other. One person makes a statement, 
and the respondent is asked to fill in an empty 
voice balloon referring to the reply by the 
other person. The picture-story approach is 
very similar, but differs in that no voice bal- 
loons are used. The respondent is asked to 
“tell a story” about the situation shown in 
the picture. Finally, the sentence completion 
method simply asks the person interviewed to 
complete an unfinished sentence, such as “the 


gas mileage of compact cars r 


Direct Non-Survey Analysis 
of Consumers 


It is mistakenly assumed by many man- 
agers that MR involves only the use of con- 
sumer surveys. It also should not be over- 
looked that salesmen, distributors, and other 
members of the marketing team are often a 
potential goldmine of information on con- 
sumer behavior. In the truest sense they rep- 
resent the “front line” of the marketing 
process. Through their contact both with 
consumers and competitive action they may 
be in a position to answer some of the most 
perplexing questions. A retailer, for example, 
may know his customers’ feelings in great 
detail concerning a product or service offered 
by the firm. 

As useful as this source may be, it also 
must be recognized that salesmen and dis- 
tributors may have a limited perspective. 
They are confined to reasons mentioned by 
customers and to their own observations. 
While it is possible that they may supply the 
needed information from their vantage point, 
a salesman, for instance, cannot be expected 
to “read a customer’s mind.” Hence, this 
approach, while potentially useful, should be 
utilized only with full cognizance of its dis- 
advantages. 
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Non-Motivational “Reason Why” Data 


Frequently the researcher may find the 
necessary “reason why” information from 
analysis of internal company records and 
operations. A sales drop in a key territory 
might be explained, for instance, if analysis 
of salesmen’s call reports indicates that the 
amount of personal selling has been reduced. 
The analyst always should be alert for pos- 
sible effects of changes in such key areas of 
marketing strategy as selling and product 
design. Such information seldom can be un- 
covered as efficiently, if at all, through a 
survey of consumers, and hence is virtually 
non-attainable with the methods of MR. 

The answers also might be found in a 
variety of secondary sources, including, among 
others, economic data published by govern- 
mental agencies and trade associations. Cor- 
relation analysis may, for example, disclose 
that slumping income in a particular economic 
area is responsible for a decline of sales, quite 
apart from activities undertaken by the firm. 

Finally, many explanations can be provided 
simply through critical environmental obser- 
vation. Changes in the weather, strikes in key 
areas, competitive activities, the presence of 
innovations making your product obsolete, 
and other observable factors often lie behind 
many of the most baffling marketing problems. 

Many more examples could be given, but 
those mentioned indicate clearly that analysis 
of both internal and external data may be 
quite rewarding. If, in the planning of the 
Edsel automobile in 1955, the Ford Motor 
Company management had continued to study 
demand trends they might not have been 
faced with the shock that the market for 
middle-priced cars had begun to dry up by 
1957. Psychological analysis of consumer de- 
sires failed to disclose this all-important fact 
clearly. 


How Management Can Use MR 


The value of MR findings in marketing 
decision-making can be greatly enhanced if 
management observes certain precautions. 


1961 


In a very basic sense, MR represents a 
philosophy of research: it comprehends any 
method which can be used to provide “reason 
why” data and is by no means confined to 
surveys. Direct surveys of consumers, espe- 
cially with psychological techniques, can be 
prohibitively expensive. Therefore, a careful 
analysis of all sources of data should be part 
of the MR routine. Consumer surveys should 
be undertaken only when important data are 
not attainable through any other means. 

Research personnel must at all times en- 
deavor to match techniques to the information 
to be obtained. In some instances this will 
necessitate considerable relearning on the part 
of management and researchers, to avoid the 
slavish reliance on one method to the exclu- 
sion of all others. At all times management 
must insist on the well-balanced research 
approach. 


Working with Experts 


Frequently the necessary information is 
hidden in the deeper levels of the consumer’s 
personality and can be obtained most ade- 
quately through use of psychological methods. 
Many readers will ask, “Can our marketing 
research staff use psychological methods with- 
out special training?” As a general rule, re- 
search personnel without such a background 
should avoid these methods because of the 
pitfalls that might face the unwary. It is 
exceptionally difficult even for a trained psy- 
chologist to interpret results, let alone a 
novice. Therefore, research based on poorly 
used psychological methods really is worse 
than no research at all. 

Although some universities now are urging 
marketing research majors to acquire psycho- 
logical training, it will usually be necessary 
to call in an outside consultant to tackle some 
of the more difficult problems. There is no 
reason to be reluctant to “call for help,” be- 
cause this is not an admission of ignorance 
or inadequacy. The. consultant should be 
looked upon as a trained analyst who attempts 
to supplement and systematize present bodies 
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of information as an aid in decision making.* 
The outside consultant will employ a differ- 
ent point of view, and he may not always 
view problems from a management perspec- 
tive. This fact, in itself, makes the use of 
experts even more valuable. It is possible to 
undertake decision making on a new and more 
meaningful level through integrating his view- 
points into a sound managerial approach. 


Insistence on Proper MR Procedures 


Motivation researchers applying psycho- 
logical techniques have not been without 
blame for impeding the acceptance of MR 
by members of the business community. Most 
psychological methods were designed for the 
study of individual patients, and responses 
produced by use on a somewhat larger scale 
can be quantified only with great difficulty. 
As a result, there has been an unfortunate 
tendency to generalize from qualitative data 
produced in only a limited number of in- 
terviews. 

Psychologists themselves are far from 
agreed on the usefulness of their tools in 
the study of individual personalities, much 
less as to how they might be utilized in mar- 
keting research. We cannot assume indis- 
criminately that psychological methods are 
superior to the traditional tools of marketing 
research without a great deal more evidence 
than is presently available. 

While psychological methods are extremely 
useful in generating hypotheses, these hy- 
potheses must be verified by studies based on 
representative samples of consumers before 
generalizations can be made. As Politz has 
said: 


We must not forget that the function of consumer 
research is to formulate hypotheses, test them, and 
determine their relative merits, and thereby stimulate 
management into concrete avenues of action.* 


*For an interesting discussion of the use of con- 
sultants see J. W. Newman, “Working with Behav- 
ioral Scientists,” Harvard Business Review, July, 1958, 
pp. 67-74. 

‘Alfred Politz, “What Is Consumer Motivation 
Research?” Proceedings of the Boston Conference on 
Distribution, 1955, p. 57. 


Failure to verify hypotheses statistically has 
given the impression that MR is based only 
on hunch and whimsy. Therefore, it becomes 
all the more imperative not to associate MR 
with the exclusive use of psychological tech- 
niques. When properly utilized, MR compre- 
hends a rigorous, scientific approach to the 
analysis of consumer behavior. 


Continual Versus Remedial Use 


Perhaps the most unfortunate conception 
of marketing research in general, and especial- 
ly of MR, is that it is to be employed when 
the firm faces a problem—a “fire fighting”’ 
sort of application. Many of these fires would 
not start if sensible research were done on a 
continuing, rather than remedial basis. 

In fundamental terms, research provides a 
feedback of information as to how well the 
firm is capitalizing on its market opportunity 
with marketing efforts. Without this feedback, 
problems cannot be anticipated and met be- 
fore their inception. As David Leighton has 
suggested, MR should be viewed as a “capital 
expenditure.”* It may not have an immediate 
payout, but the benefits it offers in the long 
run by providing information to help avoid 
strategic blunders can be quite substantial. 


Conclusion: The Future of MR in 
Business Management 


MR has become established as an im- 
mensely valuable tool for business manage- 
ment if it is properly utilized. As we have 
seen, however, the practice of MR has been 
substantially hindered by many misconcep- 
tions, the most critical of which is the erro- 
neous association of MR only with psycho- 
logical methods. If the potential usefulness of 
MR is to be realized fully in practice, the 
future must bring a greater integration of the 
old and the new into a more thorough, syste- 
matic approach to the analysis of consumer 
motivation. 

(continued on page 33) 


* David S. R. Leighton, “Putting Motivation Re- 
search to Work for the Businessman,” Business Quar- 
terly, Spring, 1958, p. 31. 
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e Analysis of the factors involved in 


Residential Mortgage Financing 


in the Sixties 


URING the decade of the 1950’s a total 

of 11.6 million nonfarm’ dwelling units 
were put under construction. The cost of these 
units came to.a total of roughly $126 billion. 
Moreover, some $32 billion were spent on 
alterations and additions. Paralleling this huge 
expenditure, Americans increased their non- 
farm residential mortgage debt by $102.1 
billion, from $44.9 billion at the beginning of 
1950 to $147.0 billion at year-end, 1959.? Of 
this $102.1 billion increase in debt, 86 per 
cent was absorbed by savings and loan asso- 
ciations, life insurance companies, mutual sav- 
ings banks and commercial banks, and 14 per 
cent by individuals and others. Within the 
group of institutional investors, savings and 
loan associations accounted for nearly one- 
half of the total increase in residential mort- 
gage holdings, life insurance companies and 
mutual savings banks about one-fifth each, 
and commercial banks slightly less than one- 
seventh of the total increase. 


Outlook for Residential Construction 

Demographic forces indicate that the new 
decade, compared with the 1950’s, will call 
for an even higher rate of residential con- 
struction. In a report released recently, a 


group of experts at Indiana University fore- 


James C. T. Mao 


cast that as many as 13.5 million dwelling 
units will be built during the 1960’s. (See 
Table 1.) In the light of today’s knowledge, 
the Indiana forecast may be regarded as fairly 
reasonable. 
TABLE 1 
Est1MaTE OF New Hovsrnc Starts, 
DECADE OF THE SIXTIES 
Housing Housing 
Needs Supply 
Increase in nonfarm households 10,100,000 
Units lost through destruction, 
conversion to other uses, 


merger, etc. 3,500,000 
Increase in vacancies 400,000 
Seasonal and “second home” 750,000 
Units supplied by conversion, 
trailers, public housing, etc. 1,250,000 
14,750,000 1,250,000 
New housing starts 13,500,000 


Total 14,750,000 14,750,000 


Source: W. George Pinnell, The Next Decade (Bloom- 
ington: School of Business, Indiana Univer- 
sity, 1959), p. 18. 
The important question, therefore, is this: 
Will the flow of mortgage money from our 
major financial institutions during the 1960’s 
be adequate again to finance the expected high 
volume of new residential construction? The 
answer to this question calls for a systematic 
projection of three magnitudes: (1) the ex- 


About the Author— 

Dr. Mao is Associate Professor of Finance in this 
School where he teaches courses in Money and Bank- 
ing, Corporation Finance, and Real Estate Finance. 
This article is based on materials contained in his new 
monograph, Residential Mortgage Financing: A Long- 
Range Projection. Copies may be obtained from the 
Bureau of Business Research, School of Business Ad- 
ministration, The University of Michigan. Price $2.50. 
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* References throughout this paper will be to non- 
farm residential mortgages even though not so specifi- 
cally stated. 

*The volume of new residential loans made, of 
course, was greater than the net increase in mortgage 
debt, since the latter was the difference between new 
loans and repayments on principal. Unfortunately, 
data on new residential loans made and on repay- 
ments are not available. 
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pected increase in the demand for residential 
mortgage debt during the 1960’s, (2) the 


expected increase in the volume of savings 


capital of our major financial institutions, and 
(3) the expected share of that increase which 
these institutions are likely to invest in resi- 
dential mortgages. The purpose of this paper 
is to make these projections on the basis of 
assumptions which seem reasonable as of now. 


The Demand for Residential 
Mortgage Credit 

A. Projection of Residential Construction 
Expenditures. What does a projection of 13.5 
million housing starts mean in terms of the 
future demand for residential mortgage credit? 
To answer this question, we: need first to 
translate the number of physical starts into 
dollar expenditures by taking account of the 
price factor. 

In 1959, construction expenditures on new 
housing totaled $17.1 billion, and housing 
completed totaled 1,292,475 dwelling units. 
These figures suggest that the average con- 
struction cost per dwelling unit in 1959 was 
roughly $13,240. The $13,240 figure repre- 
sented a 45 per cent increase from the 1950 
average cost per dwelling unit of $9,140. How- 
ever, much of this 45 per cent increase re- 
flected the higher prices of labor and building 
materials. When the data are expressed in 
1959 dollars, the average cost per dwelling 
unit is seen to rise only from $11,600 to 
$13,240. During 1950-1959, therefore, the 
average cost per dwelling unit (in 1959 dol- 
lars) increased at a rate of roughly 1.5 per 
cent per annum. In view of the expected rise 
in income, it does not seem unreasonable to 
assume that the average cost will continue to 
increase at 1.5 per cent for the next ten years. 
Under this assumption, the average cost per 
dwelling unit (in 1959 dollars) is expected to 
reach $14,447 by 1965 and $15,358 by 1969. 

If our projections of housing starts and of 
average price should prove correct, then ex- 
penditures on new dwelling units during the 
1960’s will amount to a total of roughly $195 
billion. We must also take account of expendi- 


tures for major alterations and additions, be- 
cause they, too, are generally financed with 
long-term mortgages. In recent years, these 
expenditures have been running at a rate of 
close to one-fifth of expenditures on new 
dwelling units. Adjusting our figure of $195 
billion upward by one-fifth, we arrive at $234 
billion (in 1959 prices) as the projected total 
residential construction expenditures for the 
decade of the 1960’s. 

B. Projection of ‘Increase in Residential 
Mortgage Debt. The above projected resi- 
dential construction expenditures furnish us 
with a basis for estimating the future demand 
for residential mortgage credit. This is pos- 
sible because there exists a fairly predictable 
relationship between construction activity and 
mortgage financing. During the 1950’s the 
ratio of annual increase in debt to the cor- 
responding construction expenditures varied 
between 55.8 per cent and 72.8 per cent. For 
the period as a whole, the increase in resi- 
dential mortgage debt was $102.1 billion, or 
65 per cent of residential construction expen- 
ditures during the same period. 

Using a debt-to-expenditure ratio of 65 per 
cent, the computed value of the ratio for the 
1950’s, we arrive at a projected increase in 
the demand for residential mortgage debt 
during the 1960’s of $152.1 billion. If this 
increased demand is met in full, residential 
mortgage debt outstanding will increase from 
$147.0 billion at year-end 1959 to $299.1 
billion (in 1959 prices) by the end of 1969. 


The Supply of Residential 
Mortgage Credit 

In view of the huge demand for residential 
mortgages projected for 1960-1969, the logi- 
cal question is this, will the future supply of 
funds be adequate in meeting this demand? 
To answer this question let us first point out 
that the major sources of residential mort- 
gage credit are concentrated in savings and 
loan associations, life insurance companies, 
mutual savings banks and commercial banks. 
These four types of financial institutions ac- 
counted for 86 per cent of the net flow of 
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residential mortgage credit during the 1950’s, 
and by year-end 1959 held about 84 per cent 
of total outstanding residential mortgages. 
Unless new sources of funds appear, there- 
fore, the future flow of residential mortgage 
credit depends mainly on (1) the rate at 
which the savings capital of these four types 
of institutions will increase, and (2) the share 
of the increase in savings capital which will 
be invested in residential mortgage credit. 
What is the prospect of growth for the four 
main types of financial institutions during the 
1960’s? On the basis of underlying trends 
which are visible as of now, the estimate is 
that the savings capital of these institutions* 
may be expected to increase by as much as 


_ $223 billion. 


This is the basis on which the estimate is 
made. During the past several years, the in- 
crease in institutional savings capital has been 
closely correlated with the level of disposable 
personal income. This close correlation is not 
unexpected, because the flow of institutional 
savings capital is a function of personal sav- 
ings which, in turn, is a function of disposable 
personal income. The projected increase in 
savings capital is calculated on the basis of 
the observed relationship between disposable 
personal income and personal savings and 
between personal savings and flow of insti- 
tutional savings capital. 


Personal Savings 


During 1950—54 personal savings averaged 
7.4 per cent of disposable personal income; 
for 1955-59 the corresponding average was 
7.2 per cent. In view of the stability of this 
ratio, personal savings can be projected with 
reasonable accuracy at 7.2 per cent of dispos- 
able personal income. During 1950-54 the 
increase in institutional savings capital aver- 
aged 57.4 per cent of personal savings; the 
corresponding average for 1955-59 was 68.4 
per cent.* Since the trend toward institution- 


* Savings capital is defined here to include individ- 
ual savings in the form of life insurance reserves and 
savings deposits at commercial banks, mutual savings 
banks, and savings associations. 
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alization of personal savings is likely to con- 
tinue, 70 per cent of personal savings seems a 
reasonable projection of the expected increase 
in institutional savings capital during the 
1960’s. During the 1960’s annual disposable 
personal income is expected to average $442 
billion (in 1959 prices).° If events prove this 
correct, we may reasonably expect personal 
savings to total $319 billion and institutional 
savings capital to increase by $223 billion 
during the same period. (See Table 2.) 
TABLE 2 
An ESTIMATE OF THE SUPPLY OF RESIDENTIAL 


MortcacE Funps DuRING THE 1960’s 
(In billions of 1959 dollars) 


1. Disposable personal income $4,420 
2. Personal saving (7.2% of line 1) 319 
3. Increase in institutional savings capital 223 
(70% of line 2) 
4. Increase in institutional supply 
of residential mortgages 133 


(Based on assumptions in text) 

5. Increase in total supply of residential mortgages _ 155 
(Line 4 plus estimated supply from 
individuals and others) 


Granted that institutional savings capital 
will increase by $223 billion during the 1960's, 
what percentage of that increase is likely to 
be available for financing residential mort- 
gages? Two factors are relevant here: (1) the 
distribution of the increase in savings capital 
among the four types of institutions, and 
(2) the share of the increase which each type 
of institution will devote to residential mort- 
gages. During 1950-1954, the increase in 
savings capital was distributed as follows: 
savings and loan associations 29.4 per cent, 
life insurance companies 37.7 per cent, mutual 
savings banks 13.9 per cent, and commercial 
banks 19.0 per cent. The corresponding figures 
for 1955-1959 were, respectively, 36.0 per 
cent, 28.7 per cent, 11.4 per cent, and 23.8 
per cent. Between the first and second halves 


‘Derived from data in American Bankers Associa- 
tion, Statistics on the Savings Market, 1960 edition, 
p. 7 and in Economic Report of the President (1960), 
p. 170. 

* Based on the National Planning Association’s 
medium projection of disposable personal income. See 
the Association’s National Economic Projection, 1962- 
1965, 1970, p. H-31. 


of the last decade, therefore, savings associa- 
tions and commercial banks gained relatively 
at the expense of mutual savings banks and 
life insurance companies. The relatively slower 
growth of mutual savings banks was attribut- 
able to their geographic concentration in New 
England states. The growing popularity of 
term insurance and rise in surrender benefits 
were the major factors slowing down the 
growth of life insurance companies. In view 
of these underlying forces, a reasonable as- 
sumption for the 1960’s is that savings and 
loan associations will capture 40 per cent of 
the increase in institutional savings capital, 
life insurance companies and commercial banks 
25 per cent each, and mutual savings banks 
10 per cent. 

An examination of past data reveals that 
three of these four types of financial institu- 
tions have, in ~ ent years at least, invested a 
fairly stable proportion of their savings capi- 
tal in residential mortgages. During the 1950’s, 
savings and loan associations invested between 
93.2 per cent and 95.8 per cent of their 
savings capital in residential mortgages; the 
average figure for the decade was 94.5 per 
cent. For commercial banks, the ratio fluctu- 
ated between 29.5 per cent and 35.1 per cent; 
the average figure for the decade was 31.9 
per cent. The life insurance companies were 
somewhat less stable than either commercial 
banks or savings and loan associations during 
the 1950’s as a whole; their ratios varied 
between 20.7 per cent and 30.4 per cent. 
However, during 1955-1959 the variation was 
narrowed down to between 28.8 per cent and 
30.4 per cent. Mutual savings banks were the 
only type of institution which exhibited a 
continued upward trend in the share of their 
capital invested in residential mortgages: 35.5 
per cent in 1950, 50.3 per cent in 1954, and 
64.4 per cent in 1959. Even for mutual sav- 
ings banks, however, the ratio has been stabil- 
izing in the last few years. 

For estimating the supply of residential 
mortgage funds, therefore, we assume: (1) Of 
the projected increase in institutional savings 
capital, savings and loan associations will re- 


ceive 40 per cent, life insurance companies 
and commercial banks 25 per cent each, and 
mutual savings banks 10 per cent. (2) Of the 
savings capital which they receive, savings 
and loan associations will invest 95 per cent 
in residential mortgages, life insurance com- 
panies 30 per cent, commercial banks 33.3 
per cent, and mutual savings banks 60 per 
cent. Our calculation reveals that $133 billion 
will be available from these sources. On the 
further assumption that individuals and others 
will continue their relative share of the total 
supply, a total supply of $155 billion in resi- 
dential mortgage funds is indicated. (See 
Table 2.) 

It will be recalled that our projected de- 
mand for mortgage funds in the 1960’s was 
$152.1 billion. If we are right, this means 
that residential mortgage funds will be avail- 
able in adequate volume to meet the projected 
demand. It should be noted, however, that 
this over-all balance between supply and de- 
mand does not preclude the possibility of year 
to year fluctuations in supply and demand 
relationships. In all probability, we will con- 
tinue to have alternate periods of credit short- 
age and credit abundance—periods during 
which the mortgage market will show varying 
degrees of stringency and ease. But short-run 
fluctuations aside, it does seem that for the 
decade as a whole adequate funds will be 
forthcoming to meet the projected demand of 
$152.1 billion. 


Summary and Conclusions 


The result of our projections, made on the 
basis of assumptions which seem reasonable 
as of now, can be summarized as follows: 

First, the 13.5 million housing starts pro- 
jected for the 1960’s implies that residential 
construction expenditures during the 1960’s 
will total $234 billion (in 1959 prices). This 
latter figure is calculated on the assumption 
that reflecting a rising standard of living, the 
average price per dwelling unit in 1969 will 
be about 16 per cent higher than that in 1959. 

Second, during the 1950’s the increase in 
outstanding residential mortgage debt equaled 
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65 per cent of residential construction expen- 
ditures. Our $234 billion of projected expendi- 
tures, therefore, indicates a $152.1 billion 
increase in mortgage debt during the 1960’s. 
Third, on the supply side, we projected 
that the savings capital at four major types 
of institutions will increase by $223 billion 
during the 1960’s. This projection is made on 
the assumption that stable relationships exist 
between disposable personal income and per- 
sonal savings, and between personal savings 
and flow of institutional savings capital. 
Fourth, of the $223 billion increase in in- 
stitutional savings capital, $133 billion, or 
60 per cent, are likely to be invested in resi- 
dential mortgages. This projection assumes 
that savings and loan associations will con- 


tinue to capture an expanding share of the 
annual increase in institutional savings capi- 
tal, and all types of institutions will invest 
roughly the same percentages of their savings 
capital in mortgages as they did in 1959. 

Fifth, if individuals and other lenders con- 
tinue to supply their share of the total, the 
above projection indicates that the total sup- 
ply of residential mortgages during the 1960’s 
will amount to a total of $155 billion (in 1959 
prices). 

Finally, in the light of the above projec- 
tions, the conclusion is reached that during 
the 1960’s residential mortgage funds will be 
available in adequate volume to meet the 
projected demand for such funds. 


Motivation Research: Magic or Menace? Part Il 
(continued from page 28) 


We are now on the threshold of exciting 
developments in MR. The future is certain to 
bring a concentrated effort to match methods 
more closely to desired information. On the 
one hand, we can expect considerable experi- 
mentation with the present methods of MR. 
The author in a recent study discovered evi- 
dence that direct questions may, in some 
situations, be more effective than the cartoon 
projective test.° The interest generated by 
this study and similar projects suggests that 
our present methods will be subjected to a 
much more critical analysis than they have 
in the past. 

Also new approaches are continually being 
applied in the analysis of consumer motiva- 
tion. Present methods are being modified and 


* James F. Engel, “A Study of a Selected Projective 
Technique in Marketing Research,” (Unpublished dis- 
sertation, University of Illinois, 1960). 
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improved with amazing rapidity. The most 
exciting development, however, is the growth 
of knowledge of mathematical programming 
as it might be applied to the analysis of moti- 
vation. While little has presently been accom- 
plished in this area, we may, in the future, be 
able to predict human behavior with a high 
degree of accuracy under different levels of 
influence being exerted by variations in moti- 
vational factors. 

The author hopes that many of the ques- 
tions concerning MR have been answered in 
this brief review. Particularly, it is hoped that 
the misconception has been dispelled that MR 
has little practical use for most businessmen. 
Nevertheless, it must not be forgotten that 
good research merely provides the grist for 
decision and cannot be a crutch. MR will 
only be as valuable as the creative uses to 
which it is put in marketing management. 
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e A first-hand account by an American visitor 


Chesters--Scotland’s Center for 
Management Studies 


E eight articles on management educa- 

tion appearing in the first three issues of 
the Michigan Business Review for 1960 pro- 
vide an excellent coverage of the past, present, 
and predicted future trends in America and a 
review of such education in Europe.' Because 
of the continually mounting interest in edu- 
cation for management throughout the world, 
it was thought that the readers of the Review 
would enjoy an article about Scotland’s only 
residential management center. It is located 
near Glasgow in the suburb of Bearsden on 
an estate called “Chesters.” 


Historical Background 
The story of Chesters begins in 1757 with 
the appointment of Professor John Anderson 
to the Chair of Natural Philosophy in the 
University of Glasgow. 
John Anderson—colleague of Adam Smith, 
friend and adviser to James Watt, pioneer in 


- adult education, promoter of coeducation, in- 


ventor of the recoiless cannon—believed in 
the merging of theoretical, scientific, and 


About the Author— 


A graduate of The University of Michigan (Ph.D., 
1954) and now Associate Professor of Statistics at the 
University of Buffalo, Richard Schmidt was 1960 
Guest American Professor at Chesters, The Residen- 
tial Centre for Management Studies, Royal College of 
Science and Technology, Glasgow, Scotland. The ap- 
pointment, made annually by the Royal College, is 
for the ten-week summer term, corresponding to the 
third quarter of American universities on the quarter 
system. The former Guest American Professors at 
Chesters were: Dr. Joel Segall of the University of 
Chicago, Dr. David Brown of George Washington 
University and Dr. Jack Stieber of Michigan State 
University. 


Richard N. Schmidt 


practical education. During his teaching 
career he “delighted in visiting the workshops 
of the artisans and mechanics, and giving 
them such information as was likely to bene- 
fit them in their respective arts, receiving in 
return a knowledge of these which he could 
not otherwise have obtained . . .”” 
“Anderson’s University” 

But as an academician, Anderson was a 
controversial iconoclast whose “career was 
stormy and combative.”® Basically, Anderson 
wanted to reform higher education by having 
it under the control and supervision of a board 
of trustees composed of prominent citizens 
rather than under the control of the faculty. 
To accomplish this result he left a will direct- 
ing the founding of a university in competi- 
tion with the University of Glasgow. 


“*‘Thus for instance,’ he writes in his will, ‘the al- 
most constant intrigues, which prevail in the Faculty 
of Glasgow College about their Revenue, and the 
nomination of Professors, and their Acts of Vanity or 


* The articles are: George W. Bricker, Jr. “Univer- 
sity Executive Development Programs,” January 1960; 
Donald K. David, “Business Education for America 
and the Free World,” May 1960. The following six 
articles are all from the July 1960 issue, which was 
devoted entirely to higher education for business. 
Richard L. Kozelka, “Education for Business: Past 
and Present”; James E. Howell, “Education for Busi- 
ness—The Future”; John A. Spencer, “A Businessman 
Discusses Education for Business”; E. T. Weiler, “An 
Educator Discusses Education for Business”; Richard 
S. Claire, “Higher Education for Accountants in Busi- 
ness and the Profession”; and M. H. Waterman, 
“Business Education in Europe.” 

? James Muir, John Anderson: Pioneer of Technical 
Education and the College He Founded (Glasgow, 
wa John Smith & Son, Ltd., 1950), p. 7-8. 
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Power, Inflamed by a Collegiate life, will be kept out 
of Anderson’s University; and the irregularities and 
neglect of duty in the Professors of Glasgow College 
will naturally in some degree be corrected by a rival 
school of Education.’ 

Although Anderson did not leave any 
money, his library and collection of scientific 
apparatus formed a nucleus used by the board 
of trustees to authorize a fund-raising drive 
to carry out the provisions of the will.° 

In view of such an inauspicious start, most 
people would assign a low probability for the 
success of such a venture. Yet, money was 
raised, a faculty was appointed, and classes 
began according to Anderson’s blueprint. 
Fundamentally, his concept of higher educa- 
tion was one in which theories were to be 
tested through experiments and in which the 
values of subjects and course contents were to 
be measured against their contribution to 
society. Four colleges—arts, medicine, law, 
and theology—were designated in the will. 
His practical approach attracted people and 
gradually the University expanded. 

Today, Anderson’s University—now, by 
Royal decree, called The Royal College of 
Science and Technology—has evolved into 


‘ Ibid., p. 16. The corporate powers of the Glasgow 
College faculty members were ultimately lost. 

* Ibid., p. 95. The year was 1796. 

* His attitude toward education is contained in the 
following passage (quoted from Muir, op.cit., pp. 
30-31) from the last paragraph of his preface to the 
1795 edition of his book, Institute of Physics, first 
published in 1760. 

“By the experimental course, the students are 
accustomed to see and to value experiments, which 
is of much importance, because theories without 
experiments have been the great bane of philosophy 
in every age and in every country. The reason of 
this is well known. It is easy for anyone who has 
a good imagination to make a theory; and a theory 
is pleasing to the indolence and to the vanity of 
the author. But if we would be philosophers, we 
must despise every theory that does not rest upon 
decisive experiments, or well established facts, we 
must remember that the Law by which a Cause 
acts may be investigated, though the cause itself 
be unknown; that the investigation of that law is 
often of great importance in the useful arts, with- 
out regard to any theory whatever, and that hg is 
at the same time the only way of making pro 
in philosophy; for according to the famous gong 
of Lord Bacon, ‘we must not suppose, for feign; 
but we must find out what it is that nature does, 
and brings forth.’” 

After 200 years these words are still modern. 
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what might be called the M.I.T. of Scotland. 
The name of its founder has been retained in 
the title of ‘“Anderson’s College Medical 
School,” now an integral part of the Univer- 
sity of Glasgow. Between the Royal College 
(which has University status) and the Uni- 
versity of Glasgow there is a formal affiliation, 
though each still retains its own governing 
boards. Among many departments there are 
close and warm relations and a continual 
cooperation in many projects. 


Department of Industrial 

Over the past years the major emphasis of 
The Royal College has been on basic science 
and on technical problems of industry. How- 
ever, by 1947 widespread interest in the de- 
velopment of management talent culminated 
in a decision to establish a department for 
management education. The Department of 
Industrial Administration was housed in the 
main College building in Glasgow until 1955 
at which time the Chesters mansion-house 
and estate in Bearsden were presented to the 
College by Mr. Alexander Turnbull, C.B.E., 
J.P., Vice-Chairman of Governors of The 
Royal College. With this gift the Department 
of Industria] Administration was transferred 
to Bearsden and was given the additional 
designations of “Residential Centre for Man- 
agement Studies” and ‘“Chesters.” 

Thus, Scotland’s center for management 
studies is quite young. Yet, in its short exist- 
ence it has acquired an excellent and wide- 
spread reputation, drawing students from 
countries throughout the world.’ Primary 
responsibility for the development of manage- 
ment education is vested in the Head of the 
Department. The first Head of Chesters was 
Mr. Kenneth J. Shone, M.A. (Cantab) who 
set a foundation of quantitative controls as 


* During the 1960 summer term, for example, people 
from Scotland, England, Wales, Italy, Norway, Japan, 
Hong Kong, Uganda, India, Egypt, Israel, Nigeria, 
Peru, and Austria were at Chesters. Over the past few 
years members of courses have come from practically 
every non-Communist country in the world including 
a man from Ohio, U.S.A. during the Spring 1961 term. 
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the basic approach in management education.® 

The present Head of Chesters, Dr. C. 
Macrae, formerly was the Secretary of the 
Scottish Council. His feelings about manage- 
ment development are summarized in the 
words: 

“Education of managers should be designed to 
make them fuller human beings, men of more inde- 
pendent and incisive mind, of greater integrity of 
intellect and character. It should clarify thought, 
deepen understanding, sharpen insight, quicken sym- 
pathy, extend resourcefulness, enlighten decision mak- 
ing, and promote wisdom. 

“Training of managers should fit them to apply 
their knowledge and energies in the most skillful and 
productive way. All this suggests a considerable 
element of liberal study; it certainly necessitates 


studying liberally.”® 


Associated with Chesters for most of its 
existence as a management center, Professor 
Macrae has supervised the blend of course 
content, the structure of the courses offered, 
and the growth and development of the pres- 
ent curriculum for management education. 

In 1957, made possible through a gift of 
Mr. Turnbull, and a grant from the Counter- 
part Aid Fund, the Chair of Guest American 
Professor was established to facilitate the 
cross-exchange of ideas and advances in man- 
agement education between Scotland and 
United States by having an American pro- 
fessor spend some time at Chesters giving 
selected lectures to course members and in 
general discussing developments and trends 
in management education with the staff. 


Staff 


At present the staff consists of 12 full-time 
people (one professor, three senior lecturers, 


“Later Mr. Shone gave a series of lectures on 
operational research in India and then joined the 
staff at Carnegie Institute of Technology. Currently, 
he is Vice-Principal of Stoke D’Abernon, the Staff 
College of Richard Thomas & Baldwins. See his 
Mathematical Techniques in Industrial Engineering, 
(India, Institute of Industrial Engineers, 1958) as an 
example of the foundation he set at Chesters. 

°C. Macrae, Education and Training for Manage- 
ment, Scottish Adult Education, No. 21, p. 13. Quoted 
in F. de P. Hanika, “The Role of Management Sci- 
ences in Training and Education for Management,” a 
paper presented at the 6th Annual International 
Meeting of The Institute of Management Sciences, 
September, 1959, Paris, France. 


and eight lecturers) plus many part-time lec- 
turers. One of the outstanding features of the 
staff members is their wide managerial ex- 
perience and their many contacts with busi- 
ness and industry. In this respect many people 
feel that Chesters represents the most faithful 
continuation of the spirit and ideals estab- 
lished by John Anderson. 

The combination of the practical with the 
academic certainly contributes greatly to the 
success of the courses at Chesters. Further, 
members of the staff continually visit aca- 
demic institutions (including many in Amer- 
ica) that are known for their management 
orientation. 


Courses 


The courses offered in the Center vary from 
year to year and from quarter to quarter. 
During the past year there were approxi- 
mately 50 different courses attended by 
about 500 people. The offerings include two 
postgraduate diploma courses in industrial 
management and non-degree courses in com- 
munications, method study, work study ap- 
preciation, industrial and human relations, 
operations research, work study, systems 
analysis, supervisory management, cost reduc- 
tion and control, statistical quality control, 
middle management, senior management, and 
many others. 

The courses vary in length. Some are for 
one week, some for two, three, four, five, or 
ten weeks. The two postgraduate courses last 
for a full session (three quarters). The long- 
est is a four-year diploma course offered in 
conjunction with the Scottish College of Com- 
merce. Among the shorter courses, some are 
given during each of the three quarters. 
Others are given only once a year. Still others 
may be repeated within the same quarter. 
One of the remarkable features of Chesters 
is the flexibility in the curricula and courses 
offered. They are in a continual state of 
change, revision and improvement depending 
on the makeup of the class and how the course 
develops over the period for which it is 
scheduled. As a specific example of this flexi- 


Michigan Business Review 


| 
| 
| 
| 
| | 
| 
i 
| 
36 


MAY, 


bility, during the 1960 summer term on three 
days’ notice the staff organized a one-week 
course in executive incentive and compensa- 
tion for a three-man team from Israel study- 
ing this subject throughout Europe.’ 

The job-oriented courses are designed so 
the members completing them can return to 
their work and immediately put to work the 
ideas acquired at Chesters. The advanced 
courses tend away from the immediately prac- 
tical and toward a broader view of the execu- 
tive function.? 

Flexibility of Operations 

In some respects, Chesters—not being 
bound by long traditions and customs and 
having a young, energetic staff—represents 
an advance over the facilities available in 
America. The flexibility of courses and their 
availability throughout the academic year 
make it possible for companies to send em- 
ployees for specialized courses at convenient 
times rather than being forced to wait until 
the summer as in the case of so many of our 
executive development programs, personnel 
courses, quality control courses, and institutes 
in operations research. Add to this the fact 
that in some conditions Chesters is willing 
to provide courses exclusively for companies, 
and it is small wonder that reservations are 
continually booked well in advance. 

One of the most interesting courses is an 
experimental two-week course in Human and 
Industrial Relations for Foremen and Shop 
Stewards.* Pairs of foremen and shop stew- 
ards from various companies constitute the 

*As a special extra-curricular activity the three 
men were treated to an afternoon excursion to Loch 
Lomond. 

* One measure of an institution’s worth is the out- 
come of its objectives. The general outcome was re- 
vealed by a course member one morning. On the 
opening day of a course a few of the members were 
talking. A new arrival asked, “Just what is Chesters ?” 
The answer by an executive who had sent other mem- 
bers of his company to Chesters eloquently described 
the practical value of Chesters. He said, “If you ever 
had a chance to see a production line before and after 
the person in charge attended courses at Chesters you 
would know what it stands for.” 

*For a full description see E. S. Lomax, “New 
hommes of Management,” The Scotsman, May 16, 

7. 
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membership of the course. No attempt is 
made to raise the issue of management versus 
labor. Rather the topics cover “a wide range 
of subjects including management objectives 
and principles, industrial and human rela- 
tions, personnel policies, and company finance. 
The 1960 course was attended by five pairs 
of representatives from Scottish industrial 
firms, and the most significant thing of all 
was the almost complete agreement by both 
managerial personnel and shop stewards about 
the objectives and techniques of modern 
management.’”* 


Senior Management Course 


Because executive development programs 
have had such a spectacular growth in Amer- 
ica it may be interesting to examine the 
parallel course at Chesters as it was offered 
in the summer term of 1960. Mr. Robert K. 
Shaw* was the course tutor for this session. 
The schedule called for sessions every morn- 
ing, every afternoon, and for seven of the 
evenings during the 28 days. In addition, 
assigned projects required the course members 
to spend most of the other evenings and some 
of the week ends in work sessions. 

The titles of the topics (each lasting one 
and one-half to three hours) are given next in 
chronological order. 

1. Responsibilities of management 
2. Management education and values, part 1 
3. Human relations—case studies 
4. Course project introduced and assigned 
5. Communications—Introduction 
6. Cybernetics—Science 
7. Organization and management objectives 
8. Management succession 
9. Communication—Semantics 
10. Developments in American management 
11. Chairmanship 
12. Company organization—case illustration 
13. Man and his environment 
*14. Atomic power and nuclear energy 
15. Interviewing and selection 
16. Contribution of sciences and arts to manage- 
ment 


* Ibid. 

* During World War II Mr. Shaw was the officer 
assigned to take charge of Rudolph Hess immediately 
after the latter parachuted into Scotland. 
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17. Student case problems 
18. Management education and values, part 2 
19. Policy—Conception, formulation, implemen- 
tation and development 
20. Problem analysis and decision making 
21. Accountancy and financial control, part 1 
22. Sizing up the company situation 
23. Company and trade union relationships 
24. Creative thinking 
25. Tutorial 
*26. Civil engineering 
27. Wages policy—Determining factors 
28. Take-over bids 
29. Accountancy and financial control, part 2 
30. Dynamic factors in Great Britain’s economy 
31. Accountancy and financial control, part 3 
32. Management education and values, part 3 
33. Cyclical changes and instability 
34. Economics of distribution and marketing 
35. Advertising—Evaluation of results 
36. Foreign trade: effects on British industry of 
6s and 7s 
37. Marketing management 
38. Automation—Social and economic effects 
*39. Naval architecture 
40. Syndicate reports and review 
41. Tutorial: Operations research 
42. Introduction to operations research 
43. Statistical aspects of decision making 
44. Queuing theory and simulation experiments 
45. Operations research and the consultant 
46. Techniques of management and operations 
research 
47. Cybernetics in industry 
48. Fundamentals of linear programming 
49. Computers and management 
50. Inventory control and production scheduling 
51. Simulation: Port facilities 
52. Tutorial 
53. Economics of stockholding 
54. Problems of operations research 
55. Recent developments in operations research 
science 
56. Summary and review 
* Special “Chesters Evening” lectures for members 
of all courses. 


Controversy over Management 
Education 


When it is considered that James Watt, 


the greatest name in industry, and Adam 
Smith, the greatest name in business enter- 
prise, were associates of John Anderson, the 
founder of The Royal College, it is only 
fitting that Chesters, the most significant de- 


velopment in Scottish education, should have 
a magnificant view overlooking the industrial 
might of Clydeside. 

It might be thought that with such a herit- 
age and in such a setting there would be few 
problems. However, even though Chesters is 
the leading center of management education 
in Scotland® and is rapidly rising in rank and 
prestige in the British Commonwealth, there 
are several serious problems. 

First, there is a strong belief in Britain 
that managerial talent is born, not developed. 
Today, large numbers of British top manage- 
ment personnel feel that the device that 
should be used as the initial screen for select- 
ing potential executives is the liberal arts pro- 
gram of the great universities. In the words 
of a British executive’ “What we want is the 
liberal arts graduate. We’ll put him a year or 
so in accounting; then for some time in the 
plant; then overseas for a few years; then in 
sales and finally in finance. In ten years we'll 
have a real executive.” 

_ Even after the graduates join a company 
following graduation they experience resist- 
ance. As Professor Waterman wrote: 


“It is perhaps an understandable anomaly that at 
the same time industry is evidencing a need for 
trained management material there are instances 
where college or institute trained personnel are not 
‘appreciated’ by the managements currently running 
many European business enterprises. Generally, this 
situation seems to arise from a lack of understanding 
of the potentials of such business recruits, although 
in other cases it may be the resistance that would be 
expected of a more or less inbred family ownership 


* Other technical colleges have departments of man- 
agement. Specifically, there is one in the Dundee 
Technical College and one in Aberdeen Technical 
College. They are not residential centers, however. 
Also there is the Scottish College of Commerce which 
is very like the typical undergraduate business college 
in America. 

* From the British Shell Oil Company. As a specific 
example of a bitter attack on education for manage- 
ment development see S. Barron, “Letter to the Edi- 
tor,” Times Educational Supplement, May 27, 1960, 
p. 1096. 

The general attitude is captured in the words of a 
recent graduate of Oxford attending a management 
course at Chesters. At breakfast one morning he 
began a conversation with the author with the words, 
“T say, some of these things we study here are illegi- 
timate subjects for an academic institution.” 
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and control. Even when graduates of professional 
programs are employed there have been instances of 
frustration on the part of the employee simply be- 
cause the employer did not know how to use the 
resource he had employed.” 

Despite the attacks on management educa- 
tion in Scotland (and in America) there are 
strong currents that are stirring up enthusiasm 
for the concept of academic programs for man- 
agement. Over a year ago the first of two 
articles on British management education be- 
gan with, 

“Business and industrial management in Great 
Britain is taking on a stronger, though highly Angli- 
cized, resemblance to its counterpart in the U.S. The 
men who direct British industry more and more are 
adopting and adapting the concepts, attitudes, and 
techniques that have so altered the structure of 
American business in recent years. 

“The revolution in U.S. management has been 
characterized by the rise of an executive group in- 
creasingly professional in background, outlook, and 
method; by growing stress on human relationships 
at all levels of industry; and by a wave of new 
techniques. All these trends are appearing in Britain, 
too.’”” 


Effect of Controversy 

The attacks on the concept of education 
for management have resulted in two major 
problems as far as staff is concerned. First, 
even though salary scales—considering all fac- 
tors—probably compare favorably with those 
of the American academician, the combined 
internal and external workload is high be- 
cause the staff continually feels the compul- 
sion to “prove” itself and to “produce” 
through increased student and industry con- 
tact hours. The time so spent impedes serious 
research and scholarly output.’° 


* Waterman, loc. cit., p. 3 
°“New Kind of for Britain,” Business 
Week, April 11, 1959, p. 61. 
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The other problem concerns research grants 
and facilities. Management education in Scot- 
land is of too recent origin and under too 
much attack to attract substantial support for 
basic and applied research. At the same time 
some of the important tools are missing. 
Specifically, the electronic computer has been 
proclaimed for almost a decade as the most 
important management tool ever developed. 
Yet few centers of management education in 
Britain have direct access to a computer cen- 
ter to study its use and potential. 

Finally, as indicated in the Gordon-Howell 
report, business management is becoming more 
complex with greater emphasis on quantita- 
tive controls. To offer students thorough pro- 
grams in this area, the staff must include 
several, not just a few, people well-trained in 
quantitative methods. This area is still being 
developed at Chesters. 


Conclusion 


In conclusion it should be stated that 
Chesters has come a long way in its short 
life but that it has some distance yet to go. 
Nonetheless, the charming setting of Chesters, 
the gracious hospitality of the staff, the com- 
fort and convenience of the facilities, the 
bon appétit of the cuisine, and the beauty of 
the country all add to the pleasure of a stay 
in Scotland. Architects of American manage- 
ment programs looking for new ideas would 
certainly find it worthwhile to visit Chesters. 


* A recent publication by the then resident tutor at 
Chesters should help set a pattern for publications by 
the staff. See F. De P. Hanika, Management Note- 
book (Glasgow, The Glasgow Herald, 1960). A 
“Chesters” series of books for the specialized courses 
would be a valuable aid to the cause of management 
education in Scotland. Mr. Hanika has since accepted 
an appointment at Cambridge University. 
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Lower Peninsula continues to reflect the national economic decline. Industry is understandably 
hesitant to expand until there is more concrete evidence that the predicted recovery is materializing. 
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